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A Banker’s Diary 





ALL the economic indicators still point to a continuation of Britain’s booming 
prosperity ; but in this past month there have been a few signs that the wonder of 
1954, the boom without inflation, may have had its heyday. 

Bubbles’ The fact that the Eastern Region of British Railways is forced 

inthe — to cancel certain trains because it cannot find the firemen to 

Boom ? man its depots may not be important in itself, but it does 

somewhat disagreeably recall the motley symptoms of inflation, 
the shortages and strain, that plagued the economy in the earlier post-war 
years. If there are bubbles in the boom they remain unpricked; but, as some 
of the uncomfortable moments in the stock markets last month may have 
foreshadowed, many investors may soon be preparing to take cover against 
the burst. 

There are still no definitive signs that the economy is again veering into 
inflation, but it is hard to believe that more evident pressures will not show 
themselves before long—unless demand recedes a little of its own accord. 
Unemployment rose slightly in August from the extremely low point of early 
July (220,000), but it was still only at 1.1 per cent. of the employed population, 
and the month's increase of 19,500—due almost entirely to the registration of 
school-leavers—was less than usual. Preliminary estimates suggest that 
personal consumption in the second quarter of the year is likely to “have been 
at a record level; and average earnings in industry rose between October, 1953, 
and April, 1954, from {8 os. 1d. to £8 6s. 6d. For men over 21 the increase 
was from {9 gs. 2d. to {9 17s. &d. The more acute dangers of wage disputes 
that seemed to loom so ominously earlier in the year may yet prove to have 
been averted by the prosperity engendered by the booming economy. But 
the chief threat to internal stability, and therefore also to the balance of 
payments, still is the possibility of excessive demands for higher pay. It is 
to be hoped that trade unionists will be encouraged by the sober decision of 
the Trades Union Congress to reject by a respectable majority a motion for the 
abandonment of wage restraint. 

Meanwhile, the Government statisticians have issued their revised and 
very much more detailed estimates of the shape and course of the economy 
in 1953—and indeed in all the post-war years—in their annual Blue Book on 
National Income and Expenditure. Domestic output is now estimated to 
have risen by 4.15 per cent. in real terms in 1953, compared with a fall of 
just over } per cent. in 1952. In money terms, gross national product rose 
from £13,738 millions to £14,796 millions; real consumption rose from {7,22 
millions to £7,531 millions (at 1948 prices) and the real value of fixed invest- 
ment from {£1,503 millions to £1,686 millions. Wages rose from {5,430 
millions to £5,770 millions and salaries from £2,760 millions to £2,900 millions. 
Gross trading profits of companies and surpluses of public corporations were 
up from £2,542 millions to {2,765 millions, while dividends recorded a record 
post-war increase, from £839 millions to £938 milhons. The increase in the 
national cake was enjoyed by all groups. 
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AMONG the most illuminating figures given in the Blue Book are again those 
relating to the finance of investment. Although the Government statisticians 
have made some significant revisions of their earlier esti- 

How Private mates, the earlier evidence of the marked revival of private 


Saving Has -—and especially of personal—saving that has taken place 
Grown in the past two years is fully substantiated. The saving 


of persons and unincorporated businesses in 1953 is now put at 
{570 millions, compared with the earlier estimate of {928 millions. These 
estimates are struck before providing for depreciation, and before deducting 





any gain deemed to have been made from a fall in the price of stocks (per- 


mitting capital profits on replacement) or any loss arising from a rise. 


THE CHANGING PATTERN OF SAVING, 1950-53 
(£ millions) 











1950 1951 1952 1953 
Persons: 
Gross saving ia es a 102 237 706 870 
Capital receipts (net) “a - ‘a 97 68 35 49 
Less taxes on capital... Igo 194 159 166 
Less provision for changes in value of 
stocks (appreciation shown positive) 63 II2 —I2 —- 9 
Addition to tax reserves je 4 66 62 —34 —3I 
Available Investible Resources .. He 12 61 530 731 
Companies : 
—— Saving - in - - 1,219 1,209 I,OIl 1,207 
Capital receipts .. 43 39 37 47 
Less provision for stock appreciation. 440 465 a — 28 
Addition to tax reserves = - 66 27 7 12 
Addition to dividend reserve .. i 44 3 45 50 
Available Investible Resources .. i 932 1,213 1,100 1,344 
Public Corporations : 
Available Investible Resources __.. 100 96 193 192 
Central and Local Government : 
Available Investible Resources .. 838 729 560 433 
Residual error .. - 7 ne 24 25 —I2 59 
Total Investible Resources + ~ 1,906 2,124 2,371 2,759 


The striking fact that emerges is that “ gross’’ personal savings rose 
from a mere 53 per cent. of total savings in 1950 and II per cent. in I95I 
to no less hon 30 per cent. in 1952 and 514 per cent. in 1953. These “ gross ”’ 
estimates are computed, of course, before allowance for taxes on capital 
(death duties and the special contribution) and charges in tax reserves; but 
they exclude net capital receipts from the Government (such as payments of 
war damage and refunds of E.P.T.) as well as the finance estimated to have 
become available from the slight fall in the value of stocks over the year 
(thus freeing funds earmarked for stock replacement). When all these factors 
are brought into account, the net resources that became available in 1953 to 
persons and unincorporated businesses for investment are estimated at £73 
millions, or 263 per cent. of total investible resources. Taxes on capital 
alone absorbed over 19 per cent. of “ gross”’ personal savings; but it should 
be recalled that in the early post-war years such taxes were absorbing a con- 
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siderably larger proportion—so much so that from 1947 through to 1950 
“net ’’ saving was a minus quantity. 

Companies have, of course, also achieved a significant increase in their 
“net ’’ savings in the past four years, the increase here being primarily 
attributable to the disappearance of the need to set aside massive funds to 
refinance stocks at inflated prices. The net new resources available to com- 
panies for investment have accordingly risen from {932 millions in 1950 to 
£1,344 millions in 1953; the fall experienced in 1952 gave place to an increase 
of fully £244 millions last year. 

Perhaps the most impressive measure of the rebirth of private savings is 
that, despite the substantial rise that has occurred in Government expenditure 
over the past four years, it has been possible, without causing a new inflation, 
to reduce the public sector's surplus very sharply—from {£741 millions in 1950 
to {291 millions in 1953, taking the unadjusted figures. Despite this fall, 
total savings available for investment (including net investment overseas) are 
estimated to have risen from £1,906 millions in 1950 to £2,759 millions last year. 


THE seasonal weakness in sterling that became marked in August continued 
through September; towards the end of the month the sterling-dollar rate 
dropped below parity, to a low-point of $2.79}, the lowest for 

Stillin two years. But the latest statement of the gold and dollar 

Dollar reserves available as this issue of THE BANKER goes to press— 

Surplus the statement for August—still presents a remarkably en- 

couraging picture of sterling’s underlying strength. The reserves 
did indeed fall by $95 millions in the month, to $2,918 millions; but this 
was more than accounted for by the repurchase from the International 
Monetary Fund of $112 millions of sterling, made in order to restore the 
Fund’s holding to the basic level of Britain’s original sterling subscription, 
namely, $1,064 millions. As $11 millions was received in August in American 
aid there was a net surplus on commercial dollar accounts of $6 millions 
during the month. This is small by all recent standards; but it follows the 
exceptionally large surplus of $80 millions achieved in July, and compares 
favourably with the deficit of $6 millions recorded in August, 1953. The 
balance with the European Payments Union in August came out at a deficit 
of {8.3 millions, and was settled 50-50 in gold and credit last month; but 
this deficit was entirely attributable to a withdrawal of funds from London 
by France at the end of the month, duly offset by an exactly compensating 
repayment at the beginning of September. The balance with E.P.U. has in 
fact withstood the tide of seasonal spending—by tourists as well as importers 
—remarkably well. 

This is particularly satisfying in view of the setbacks now being felt in the 
United Kingdom’s trade with North America. Exports to the United States 
and Canada this year have been falling progressively further below their level 
in the corresponding months of 1953. In the first quarter of the vear the 
shortfall was 7 per cent.; in the second quarter 16 per cent.; while in July 
and August it rose to 20 per cent. The impact on British exporters of the 
fall in industrial production and stocks in the United States is inevitably 
somewhat delayed, and is possibly now being felt with full force. The fall in 
production at least was checked in the early spring, though there has still 
been no decisive upturn. 
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THE fashion of capital re-arrangements—most noticeably started by Barclays 
Bank last autumn and the Westminster Bank this summer—grows apace 
among the banks. Five new schemes have been announced 

The Banks within the past month or so. The first of these affects the 

and their’ capital relationship between Barclays Bank and its sub- 

Capital sidiary, Barclays Bank D.C.QO. (this is now the new form 

of the bank’s title). Upon the formation of the D.C.O. Bank 
in 1925, it was considered wise for Barclays to provide financial support to 
the new organization by taking part of its shareholding in it in the form of 
partly paid capital. Barclays therefore took up 500,000 of D.C.O. “B” 
shares of £5 each on which it paid up only £2 a share; and these partly paid 
shares were given voting control. Now that there is no longer any need for 
this special support it is proposed to merge the two classes of capital by con- 
verting the “‘B”’ shares into fully paid “A” shares—but still, of course, 
leavi ing Barclays Bank with voting control (through its existing holding of 
‘““ A” shares). 

For this purpose Barclays Bank is to pay up the 41,500,000 of uncalled 
liability on the “‘ B” shares; it will also pay to the D.C.O. Bank the sum of 
£1,875,000, representing the difference between the nominal value and the 
sanieet value of £1,500,000 of “A” stock that Barclays will acquire in 
exchange for its additional holding of “* B”’ stock. This will not only simplify 
the capital structure of Barclays D.C.O. but will enable it to improve the 
capitalization of its own subsidiary, Barclays Overseas Development Cor- 
poration Limited, since the D.C.O. Bank intends to apply £3 millions of the 
new resources received from Barclays to increase its own holding in the 
Development Company and thus to enable that company to retire the 
corresponding amount of 2 per cent. unsecured notes now in issue and held 
by Barclays Bank. The net cash effect is therefore a transfer of £375,000 
from Barclays Bank to Barclays D.C.O. 

Three other schemes recently announced relate to the members of the 
‘Three Banks ” group, each of which is making a bonus issue by capitaliza- 
tion of published reserves, and is then making a more than compensating 
transfer to those reserves from inner reserves. The Royal Bank of Scotland, 
the parent member of the group, is raising its fully paid capital stock from 
£4,250,000 to £5,950,000 by a bonus issue of two-in-five; and, after thus 
depleting published reserve by {1,700,000, will transfer to that reserve 
£1,872,784 from inner reserves, raising the total capital and published reserves 
to {11 millions. Similarly, Williams Deacon's is to raise its total paid-up 
capital to {2,275,000 by the issue (to the Royal Bank) of 400,000 new {1 
‘“B” shares, while drawi ing {675,000 from inner reserves. Glyn Mills will 
raise its capital from {1,060 pds to £1,200,000, and will achieve a similar 
increase in its published reserve, by drawing £280,000 from inner reserves. 

The Mercantile Bank of India is combining a bonus issue with a welcome 
share-splitting. Its ““A”’ and “B” shares of £25 (£12 Ios. paid) and its 
fully-paid £5 “‘C”’ shares are each being subdivided into five; a bonus issue 
of fully-paid {1 ‘‘ C’”’ shares is then being made at the rate of one “‘ C”’ share 
for each (split) ““A’”’ and “B”’ share and two new ‘“C”’ shares for each 
five (split) ““C”’ shares. This is equivalent to a 40 per cent. capital bonus 
for each class in its old form, and raises the total paid-up capital from 
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{1,050,000 to £1,470,000, by capitalization of £420,000 from published reserve 
(which last December stood at {1,500,000, including £300,000 on share 
premium account). 

Finally, it is interesting to observe that Alexanders Discount Co.—one of 
the few discount houses that had not made a bonus issue in recent years— 
has at last found a way of circumventing the difficulty created by the uncalled 
liability on its 1,200,000 of £2 Ordinary shares (£1 paid). The prelude to the 
issue will be a formal reduction of this capital so as to cancel the uncalled 
liability; the capital will then be restored to its original (subscribed) amount 
by capitalizing the £1,200,000 on share premium account, thus affording a 
scrip bonus of 100 per cent. and raising the total paid-up capital, including 
the £200,000 of 6 per cent. Preference shares, to {2,600,000. The board gives 
warning that the issue “should not be taken as an indication”’ that the 
dividend amount will be raised this year. Last year the rate of distribution 
was increased from 174 to 25 per cent. (including 5 per cent. described as 
cash bonus). 


DuRING the past six weeks the banks have been receiving repayments of 
advances out of the proceeds of the {100 millions Electricity loan, but the 
first of these repayments occurred just too late to affect the 

Further banks’ figures at their August make-up. During the four weeks 
Rise in. to August 18 total bank advances rose further, whereas in the 
Deposits corresponding (five-week) period last year they dropped by no 
less than £535 millions, under the influence of the 1953 Elec- 

tricity and Gas issues. The same contrast is apparent in the latest quarterly 
classification of bank advances, reproduced on page 263. Total advances 
rose by {40.1 millions in the three months to August, whereas last year they 
fell by £76.6 millions. But this year the utilities group borrowed a further 
{39.7 millions, whereas in 1953 it had repaid £34.2 millions in the period. 
Further, this year the local authorities increased their overdrafts by £15.4 


August 18, Change on 

1954 Month Year 

fm. fm. ém. 
Deposits , isa fied - 6518.8 + 52.7 + 278.8 
“ Net ’’ Deposits* iS es 6279.4 35-4 - 238.2 

= : 
o | 

Liquid Assets _ a ‘% 2180.6 (33.5) 33-9 — 316.9 
Cash... a oa = 533-5 (8.2) 0.3 +. 22.8 
Call Money is ea a 437.8 (6.7) 9.9 - 18.3 
Treasury Bills .. a oh 1126.8 (17.3) 35.7 — 148.7 
Other Bills zs ai - 82.6 (I.3) — II.4 ~~ 2a 
Investments plus Advances. . . 4177.0 (64.1) 2.9 + 360.9 
Investments .. os si 2348.0 (36.0) —- 2.6 + 208.3 
Advances - ina 1829.0 (28.1) + 5.5 + 152.6 


— 


* After deducting items in course of collection. + Ratio of assets to published deposits. 
millions, and personal and professional borrowers theirs by {£3.4 millions. 
No industrial or trade group increased its borrowings by any large amount, 
and the food, drink and tobacco and retail trade groups effected their 
customary substantial seasonal repayments. 

The contrast in the demands of the utilities on the banks this year and 
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last was obviously more than sufficient to explain the faster growth of deposits 
this August, carrying Lloyds Bank’s seasonally-corrected index of net deposits 
to a new peak, at 10.4 per cent. above its 1948 base. Net deposits rose during 
the four weeks by £354 millions, compared with the rise of £274 millions 
shown in the five weeks last year. The whole of the latest rise was, however, 
attributable to the public sector, since the rise in advances to the private 
sector (including the utilities) was more than offset by a sharp fall in com- 
mercial bill holdings (by £11} millions, to £824 millions) and a small fall in 
investment portfolios. 

The Government’s demands upon the banks were much smaller, however, 
than at the corresponding time last year. On the usual basis of calculation 
they amounted to about £44 millions for the four weeks, in contrast with 
some {87 millions last year. This reduction does, in effect, roughly correspond 
to the improvement shown by the “ above-line’”’ account of the Exchequer 
for the periods most nearly aligned to those covered by the banking figures. 
The comparison is, however, more than usually liable to distortion, owing to 
the strong seasonal influence of the note circulation, which fell much more 
steeply in the four weeks to August 18 than it did, on balance, in the five- 
week period last year. The additional Government borrowing during the 
month naturally produced a further expansion of the banks’ liquid assets; 
the Treasury bill portfolio rose by nearly £36 millions, while call money, at 
last reversing the steep decline that began last April, rose by nearly {10 
millions. The month’s rise in total liquid assets, by £34 millions, was how- 
ever much less than the corresponding movement last year. The liquidity 
ratio rose only slightly, and stands well below the relatively high point of 
36.8 per cent. reached in August, 1953. 


THE International Bank for Reconstruction and Development goes from 
strength to strength as a working international institution. During the 
twelve months to June 30, 1954, it made twenty-six loans in 

World _ sixteen countries, for a record total amount of $324 millions. 

Bank in These operations brought the number of loans made by the 

Action Bank to 104, the total amount committed to $1,914 millions, 

the amounts disbursed by June 30 last to $1,663 millions and 

the number of borrowing countries to thirty-four. This is a remarkable record 

of achievement in a field in which words are more common than action: and 

it is made all the more impressive by the fact that so far the shadow of default 
has not once fallen across the Bank’s path. 

The greater part of the past year’s lending was for improvements in such 
basic services as railroads, highway construction and electric power projects. 
The longer the World Bank operates the more convinced it becomes of the 
overriding importance of ensuring the provision of such basic requirements as 
health, education, nutrition, administrative efficiency, and adequate transport 
and public utility services as a foundation for the success of more ambitious 
schemes for industrial development. The bulk of the Bank’s loans are still 
made in U.S. dollars, but while the Bank disbursed the equivalent of $302 
millions during the twelve months, fully $115 millions of this were spent in 
Europe—a far higher proportion than in any previous year. 
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How Large a Reserve ? 


HE annual meeting of Governors of the International Monetary Fund in 
Washington late last month did not belie the Chancellor of the Exchequer’s 
damping overture as he left London. “I am going on a routine meeting 

. do not expect any spectacular results.’’ The prospect of an early move 
to convertibility was inevitably the main topic of the meeting, and the Germans 
did their best to give the debate some reality by their grant on the eve of 
the gathering of effective convertibility (though not into dollars) of marks 
that “had been blocked for periods of up to twenty-three years. This move 
has not, however, had any effect on speeding up the leisurely gait that the 
“ collective approach ”’ to freer trade and payments has now assumed. 

Mr. Butler is providing himself with ample excuses for this deceleration in 
tempo. Before he left for Washington he stressed the three conditions that 
would have to be satisfied before more rapid progress became possible. The 
first was freer trade with the United States, the second the provision by the 
United States of credit facilities should Britain require them, and the third 
the implementation of “ stronger policies in the whole of the sterling countries 
The Chancellor declared himself reasonably satisfied, one might even say self- 
satisfied, with the chances of fulfilment of the third condition; but he expressed 
strong reservations on the first two. He suggested that the promotion of 
freer trade with the United States demanded primarily far more action on the 
American side; in fact, of course, it will always be possible to excuse any 
dilatoriness in the move towards convertibility on this score while the United 
States maintains its notorious “ escape clause ’’, which permits the rescinding 
of agreed tariff concessions and the imposition of quotas or absolute embargoes 
on imports whenever domestic producers can satisfy the Tariff Board and the 
President that increases in imports “ cause or threaten serious injury ’ 

The Chancellor gave no indication of his views on the adequacy of the 
gold reserves before leaving for Washington, except for his interesting 
perhaps somewhat presumptuous—suggestion that “‘ the United States will 
have to provide credit if we want it’’. It is hardly open to doubt that this 
was one point on which the Washington discussions could crystallize and take 
definite shape, in marked contrast to the other two pre-conditions to con- 
vertibility. The fulfilment of these conditions turns on such uncertain factors 
as the future trend of American foreign economic policy and on such subjective 
criteria as the interpretation of the extent of the required “ strength ”’ of the 
domestic policies being pursued in Commonwealth countries. It does not 
appear that the talks between Commonwealth finance ministers that followed 
the I.M.F. meeting achieved any notable clarification of this criterion. 

How shall the adequacy of a gold reserve be measured ? Adequacy is a 
relative term. What is adequate when things are going well will obviously 
become inadequate when things are going badly. This is particularly true of 
the backing for a truly international currency such as the pound sterling, in 
terms of which substantial working balances are held by bankers and traders 
throughout the world, subjecting the currency to far greater seasonal and 
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speculative pressures than affect a currency sought essentially for direct 
purchases. 

How, moreover, should the “reserve’’ itself be defined? Before the 
First World War the Bank of England ran the international gold standard 
on the basis of a reserve of gold that seldom exceeded £30 millions. That 
reserve was, however, backed by a never calculated but unquestionably much 
larger volume of short-term credits that London had extended to the whole 
trading world. At a touch of Bank rate short-term money would come 
hurrying to London, bringing gold in its train. And since gold was not 
hoarded but used as the apex of the credit base, since Britain behaved as the 
great creditor it then was, since the movements of money and the extension 
of credits were conducted by a banking community steeped in the traditions 
of sound and constructive finance, this whole system, this inverted pyramid 
built on the minute apex of gold, functioned smoothly. The reserve was 
certainly “‘ adequate ' but only in terms of the inherent equilibrium of inter- 
national payments and close alignment of international price structures that 
existed then but that are, alas, now a thing of the past. To-day, 1n consequence, 
the time and degree of adjustment needed to correct any unbalance that 
develops in international payments is necessarily incomparably greater. 


‘ 


FIVE CRITERIA OF RESERVE ADEQUACY 

In these far more unstable and testing circumstances the degree of 
adequacy of reserves is governed by a number of different criteria. One is 
the extent of the fluctuations over recent years in the balance of payments 
of the country exercising the strongest impact on international trade and 
payments, the United States. Another line of approach to the adequacy of 
the British gold and dollar reserve is the range within which it has fluctuated 
in the post-war period. A third criterion by which the British reserve must 
be judged is the extent to which it is earmarked for the country’s short-term 
external liabilities; a fourth its relation at varying times to th - flow of imports. 
Finally, the adequacy of the reserve must be dependent on the extent to 
which pressures on the balance of payments can be cushioned by fluctuations 
in the rate of exchange; a reserve that is adequate when this cushion 1s avail- 
able will prove inadequate to support a pound whose exchange value 1s 
rigidly fixed. 

The first two of these lines of approach, namely, the extent of the surplus 
on the United States balance of payments over the past few years and the 
closely corresponding range of fluctuations in Britain’s gold and dollar reserves, 
set almost impossibly exacting standards of adequacy and augur ill for the 
possibility of further advance towards full exchange freedom. In the post- 
war period the United States surplus on current account has fluctuated 
between $113 billions (in 1947) and $2.2 billions (in 1953). These are the 
gaps that have been covered mainly by American economic aid or direct 
Government loans and, to a much lesser extent, by private investment and a 
flow of gold. Over the same period the British gold and dollar reserve has 
fluctuated between a low point of $1,651 millions touched at the end of June, 
1949, and a peak of $3,867 millions reached in the post-Korean boom in 
June, 1951—followed in ten months by a fall to the post-devaluation “ low ” 
of $1,662 millions. 
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The magnitude of the United States surplus on current account and the 
extent and also the rapidity of fluctuations in the British gold and dollar 
reserve in the post-war period would suggest that in order to make con- 
vertibility feasible and safe the reserve available to Britain should amount to 
many times the figure of just under $3 billions that is now in hand. These 
criteria are, however, highly misleading. The immediate post-war years, 
during which these enormous surpluses on the United States current account 
were earned and the British gold and dollar reserve fluctuated so violently, 
were a Wholly abnormal period. The dollar gap of the period 1946-49 inclusive 
was a reflection of the damage caused by the war to the economies of Western 
Europe and of the extent to which the non-dollar world in those days was 
dependent on North America for its supplies of essential materials and 
manufactured goods. And the severity of the crisis following the post- 
Korean boom was to no small extent due to the inflexibility of domestic 
policies in both Britain and the dominions. The sterling area learned its 
lesson, as an article in this issue by Mr. J. O. N. Perkins spells out. 


DEMISE OF THE DOLLAR GAP? 


The abnormality of these earlier crises can, in fact, be gauged from the 
success with which both Europe and the sterling area have met the recent 
recession in economic activity in the United States, which has been accom- 
panied by a significant—though admittedly not drastic—contraction in the 
flow of imports from these areas. Yet the United States surplus on current 
account has now diminished to a point at which it has virtually disappeared. 

This is in fact one of the main themes in this year's report of the Inter- 
national Monetary Fund. The report points out that the largest and most 
abrupt change in the payments relations between the United States and the 
rest of the world within the last two years was the sharp fall, of $1.3 billions 
or nearly 20 per cent., in the value of U.S. exports between the first and 
second half of 1952. In the first half of 1952 the non-dollar world very 
nearly achieved balance with the United States in its private and govern- 
mental transactions, when aid is included on the credit side. In the three 
ensuing half-years the United States lost gold to the amount of $1.1 billions, 
$1.2 billions and $1.2 billions respectively. Over this period of eighteen 
months from mid-1952 to the end of 1953, the continuing though falling 
surplus on U.S. current account was approximately balanced by non-military 
aid. Receipts from the current expenditure abroad of the United States, 
mainly on military installations, were thus available to other countries to 
bolster up their gold and dollar reserves at the expense of the United States. 
This pattern has been projected substantially unchanged into the first half 
of 1954. 

The United States balance of payments is now in approximate equilibrium 
in spite of a relatively low level of industrial activity in that country and of a 
considerable contraction of imports into the United States. It is true that 
this balance still rests on military expenditure by the U.S. Government abroad 
now running at the rate of about $24 billions a year. All things considered, 
however, and even allowing for the ‘‘ agonising reappraisals ’’ now under way, 
it should not be unsafe to assume that this current of U.S. military aid will 
continue to flow at something like this recent rate. For the most part the 
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greater balance in dollar payments and receipts has been secured by con- 
traction in United States exports, a contraction that has significantly occurred 
during a period in which the non-dollar world has considerably relaxed its 
discriminatory restrictions on dollar imports. It is in these facts and figures 
that the authors of the I.M.F. report find the main reasons for their belief 
that “in some countries the formal act of removing restrictions against dollar 
imports would have no great effect on the balance of payments ' 

Can this approximate equilibrium continue and, in particular, would it 
continue if convertibility involved, as it should, a complete dismantling of 
discriminatory restrictions against dollar imports? The question is one to 
which no completely confident answer can be given. It is sometimes argued 
that a dollar shortage is inevitable and ineradicable on account of the fact 
that, by devoting to re-equipment and development far larger sums than 
other countries, American industry will always keep so far ahead of its com- 
petitors as to make it impossible for them to live with the dollar on more or 
less equal terms. This argument seems to be based on the most naive of 
economic fallacies.* But even if there is some validity in the conclusions to 
which it leads, and if in the vears ahead it is found that the United States 
evince a chronic tendency to export more than it imports, a solution could 
always be found by either allowing all currencies to depreciate against the 
dollar or by reinstating the discrimination against dollar imports that may be 
abandoned or much reduced when the move to convertibility is made. One 
of the main concerns of those who are organizing that move is to evolve the 
trade rules that will apply in a world of convertible currencies. These rules will, 
it may be assumed, include effective sanctions against the persistent creditor. 
On that score, therefore. there would seem to “a no need to have available 
the fabulous reserves that would appear to be necessary from the vagaries of 
the United States balance of payments during the post-war years. 


SMALLER COVER FOR IMPORTS 


The next relationship to be considered is that between the gold and dollar 
reserves maintained by the Exchange Equalization Account and the imports 
into the United Kingdom and the rest of the sterling area. In 1937—a fairly 
normal pre-war year in this respect—the combined reserve of the Bank of 
England and the Exchange Equalization Account was equivalent to about 
ten months’ imports into the United Kingdom alone; the reserve to-day is 
equal to less than three months’ imports. The contrast is still greater for the 
sterling area as a whole. Before the war the gold and foreign currency 
reserve of the sterling area amounted to about nine months’ total imports; 
while present reserves are adequate for rather less than imports for two 
months. On this score it can indeed be argued that the present level of the 
reserves is too low and that it 1s necessary to supplement them with inter- 
national credits if they are to provide an effective cushion against inevitable 
seasonal or year- -to- year fluctuations. — 





° That trade is mé ade profitable by differer neces in n absolute costs of produc tion. In fact, of 
course, it is differences in the comparative costs in different countries of producing different 
commodities that leads to price differentials inducing the profitable exchange of goods. A higher 
level of all-round efficiency in any one country leads simply to a correspondingly higher level 
of wages, incomes and prices, so that higher cost producers abroad can, paying lower wages, 
still quote competitive prices for the products that they are relatively best fitted to produce. 
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The need, indeed, is not so much to build up the gold reserve itself as 
to pad out supplementary credit cushions that can be mobilized as they are 
required. This is greatly preferable to building up the reserve itself. The 
resources devoted to the purchase of gold are resources that could be otherwise 
and more constructively used. It is doubtful whether the sterling area as a 
whole could afford—and certain that it would be vastly extravagant—to lay 
aside and lock up in gold the large proportion of the resources available for 
external investment that would be required to build up the gold reserve, as 
is so often demanded, to a level of $5 billions and over. 

Another factor in terms of which the adequacy of the United Kingdom 
gold and dollar reserve must be viewed is the extent of the external liabilities 
which stand on the other side of the account. At the end of 1937 reserves 
equivalent to £825 millions were flanked by short-term sterling liabilities 
amounting to £808 millions. This neat balance was knocked sideways by the 
sale of assets and the fresh liabilities incurred in the war; and although the 
relationship has improved markedly in recent years, it is still strikingly in 
contrast with the pre-war balance. At the end of 1953 the reserve, again in 
terms of sterling (though not the same sterling), was {899 millions, whereas 
the external liabilities amounted to £3,708 millions, or £4,217 millions inclusive 
of the £509 millions of sterling held by non-territorial organizations, such as 
the I.M.F. The ratio between the sterling area’s virtual cash reserve and 
deposit liabilities has, without doubt, deteriorated markedly. 





How ‘‘ Hot ’”’ ARE THE STERLING BALANCES ? 


There are, however, a number of mitigating factors in this deterioration 
that detract substantially from its significance. Very little of the money 
deposited in London is likely to flow out at any speed. The amount held 
by the non-territorial organizations can clearly be excluded from any sterling 
that might be offered for conversion at a time of stringency; and the non- 
sterling area countries at the end of last year held only £773 millions. The 
holdings of these countries have in fact fallen considerably since 1949, and a 
large part of them represent to-day little more than necessary working 
balances. The fact that many countries and institutions in fact hold lower 
working balances of sterling than they would wish was clearly demonstrated 
by the extent of the inrush of short-term funds that followed the reopening of 
the gold market and the relaxations on the transferability of sterling in the 
spring of this year. Sterling, let it not be forgotten, is still the currency in which 
close on one-half of the world’s trade is transacted. 

The bulk of Britain’s sterling liabilities are in fact owed to countries in 
the overseas sterling area. The dominions at the end of last year held {1,774 
millions in sterling balances, which is barely adequate to serve as necessary 
currency reserves and working balances. But the Colonies held {1,161 
millions, the bulk effectively tied up in the holdings of currency and marketing 
boards. For many of the territories the sterling reserve is undoubtedly in 
excess of requirements, and as the colonial countries acquire increasing 
autonomy over their import policy they may decide to finance their develop- 
ment programmes by dipping into these reserves. Whether the sterling is 
used to buy equipment in the dollar or sterling or other currency areas will 
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depend essentially on the competitiveness of the prices and qualities that the 
respective countries can offer; and as long as the sterling area is fully com- 
petitive it should accordingly be subjected to no undue strain. 

The extent of the claims on Britain and the possibility that they may be 
exercised in order to obtain goods from the dollar world emphasizes yet again 
the need to reinforce the gold reserve by international credit. The obvious 
sources of such credit are the quotas of sterling area countries in the Inter- 
national Monetary Fund. These quotas now total $2,130 millions, and since 
the United Kingdom’s repurchase in August of the excess sterling held by 
the I.M.F. they are now intact. There are indeed quantitative limitations on 
the drawing rights against these quotas; the Fund’s articles stipulate that a 
country may not borrow from the Fund during any twelve-month period 
foreign currency equivalent to more than 25 per cent. of its quota; and the 
size of the quota itself imposes an absolute borrowing ceiling. 


EASIER CREDIT FROM THE FUND 

The latest I.M.F. report, however, stresses how much elasticity the Fund is 
prepared to show in interpreting regulations, especially for members seeking 
assistance with the aim of moving to convertibility. The Fund agrees that 
the success of any movement in the direction of convertibility “ necessitates 
monetary reserves sufficient to enable members to finance temporary current 
deficits and to counteract speculative pressures’’. It can in fact under 
article five of its Articles of Agreement allow a member to draw more than 
its normal amount within a period of twelve months; and that waiver has 
already been exercised on three occasions. On two of these the waiver was 
granted in connection with the grant of standby credit facilities—under which 
a member is entitled to draw upon the Fund’s resources up to an agreed 
limit and within a specified time period. The standby credit is clearly the 
device best suited to reinforcing effectively available reserves for members 
partaking in a move to convertibility. 

What is the upshot of these diverse considerations for the size of an 
adequate reserve ? The much heralded level of about $5 billions would in 
fact appear to be adequate in present conditions. Something very near that 
level is actually now available if account be taken of the $2 billions-odd that 
is at the disposal of the sterling area by right in the International Monetary 
Fund and of the credit that could be made available on “ standby ”’ terms. If it 
is considered that the cushion of potential reserves should be further increased, 
that should be done by a further expansion of the resources of the Fund and 
by further loosening up the interpretation of its rules. 

But in the final analysis the adequacy of the British gold and dollar reserve 
will be achieved by creating and maintaining those conditions of equilibrium 
and confidence in which reserves are only needed to meet normal seasonal 
variations in balances of payments and the inevitable occasional wider dis- 
turbance. This, indeed, is a requirement that applies not merely to the 
adequacy of the reserves but to every other aspect of the convertibility 
exercise. Let the underlying conditions be right and the rest will virtually 
do itself. In this, as in most matters of external financial policy, the rule 
must be “look after domestic policy and all other things shall be added 
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Is Industry Investing Enough ? 
By J. E. Hartshorn 


ETWEEN 1952 and 1953 gross fixed capital formation in the British 

economy rose by nearly 13 per cent.; and since there was no marked 

rise in the prices of equipment or construction, that represented an 
increase in real terms of some 12 per cent. in the resources that the country 
devoted to investment in fixed capital. No element in the national income, 
since the war, has received more anxious or more continuous attention from 
successive Chancellors. Each has been concerned to increase it, over the 
long run, as the key “ growth factor’ in the economy; each in his turn has 
been compelled in the short run, by unforeseen crises, to try to check it. 
How far either the underlying policy or the temporary expedients have 
achieved their objects is a matter of opinion; but the publication of the 
annual Blue Book on National Income and Expenditure, and also of some 
tentative but highly interesting essays in the international comparison of 
national incomes, now make possible a review of the amount and direction 
of investment in the British economy since the war, and some assessment of 
this performance in relation to the practices of Britain’s competitors. 

The course of total investment in fixed capital and stocks since the war is 
set out in Table I. It will be seen that the relationship to gross national 
product at factor cost (that is after deducting indirect taxes from market 
prices and adding back subsidies) ranged after 1946 between 12.7 per cent. 
(in 1950) and 19.4 per cent. (in 1951). Last year, after a decline in 1952, 
the ratio rose again to 17.1 per cent. of a national product that had itself 
increased by 16 per cent. since 1951. The table makes it plain that a con- 
siderable part of the fluctuation up to 1952 was due to the sharp variations 
in investment in stocks and work in progress (ranging from the running down 
of stocks by £216 millions in 1950 to the increase of £600 millions in 1951). 

Investment in fixed capital has actually grown more steadily, from 
12.6 per cent. of gross national product in 1947 to a percentage of 15.8 last 
year. The actual sums spent on fixed capital formation have been rising by 
more than Io per cent. each year since 1948—a considerably greater rate of 
growth than that of national income. But when the element of inflation is 
removed, the general course of fixed investment since the end of the war 
becomes much less impressive—and last year’s increase, conversely, much 
more impressive. By 1951, the “real’’ increase in fixed investment had 
tailed down to nothing, and 1952 showed practically no change. But in 
1953 the resources ploughed into investment (revalued at 1948 prices) rose by 
I2 per cent., as has been said, while the gross domestic product (similarly at 
1948 prices) rose by little more than 4 per cent. 

The Blue Book includes an analysis of fixed capital investment by sectors 
of the economy that gives a clear picture of where the country has chosen to 
invest the resources thus withheld from consumption. In 1948, as Table II 
shows, some 30 per cent. of the £1,350 millions invested in equipment and 
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buildings went into “‘social capital ’’—houses, schools, hospitals, police stations 
and the like. About 20 per cent. went info certain basic industries—agri- 
culture, fishing, mining, and the public utilities; about 15 per cent. into 
transport and communications, from railways to the B.B.C.; about 7 per cent. 
into distribution and other services, and a few per cent. into building and the 
research investment undertaken by the Ministry of Supply. Less than 25 per 
cent. of investment in plant and equipment, be it noted, went into manu- 
facturing industry. 

The distribution of national investment has shown some significant changes 
in the past five vears. The absolute level of expenditure has, of course, 
greatly increased between 1948 and 1953, by about 67 per cent. in money 
terms and by perhaps a quarter in real terms. The most striking change in 
distribution is that social investment had risen to nearly 35 per cent. of the 








TABLE I 
GROsS NATIONAL PRODUCT AND GROSS DOMESTIC CAPITAL FORMATION, 
1946-53 
Gross Domestic Capital Formation 
Gross Stocks and Fixed 
National Total Work in Investment 
Product %~ of Progress % o 
{mn {mn G.N.P. {mn {mn G.N.P. 
19460 - te 8,640 793 9.2 —107 goo 10.4 
1947 ia ed g,210 1,440 15.6 280 1,160 2.6 
1945 iol a 10,250 1,549 3.2 153 1,396 I3.6 
1949 os a 10,970 1,579 IT4.d 35 1,544 I4.I 
1950 _ - 11,545 1,466 2.7 —216 1,682 14.6 
1951 a A 12,715 2,466 19.4 600 1,866 14.7 
1952 oa gh 13,738 2,116 15.4 50 2,066 I5.0 
2,534 ¥7 2 201 2,333 15.8 


1953 _ ‘a 14,796 





GRosS FIXED CAPITAL FORMATION AT CURRENT AND CONSTANT PRICES 


19460 1947 1945 1949 1950 1951 1952 1953 

Current prices ({mn) .. 900 1,160 1,396 1,544 # 1,032 1,866 2,066 2,333 
© increase over previous 

year .. - ei 28.9 20.3 10.6 8.9 10.9 10.7 12.9 

1948 prices (£mn) -. 1,025 1,264 1,396 1,504 1,571 1,554 1,568 1,755 
°., increase over previous 

year .. am io 23-3 10.4 7.9 4.5 -I.1 0.9 I1.9 


total. Investment in the basic industries was down to some 184 per cent. of 
the total; in transport and communications to about 12 per cent. (though 
here the figures are not fully comparable). The shares in total investment 
of distribution and other services was more or less unchanged, as were the 
residual items of building and official research. And the share of investment 
going into manufacturing industry was fractionally lower than in 1948, at 
24 per cent. 

Comparison of these figures over the years shows the extent to which 
housing has dominated investment. Between 1948 and 1951 expenditure on 
housing showed little change, while manufacturing industry increased its 
share of fixed investment to 27 or 28 per cent. But since 1952, investment 
in manufacturing has felt the high cost of Mr. Macmillan’s efficiency in keeping 
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the Conservative Party's election promises. Between 1951 and 1953 expendi- 
ture on fixed capital investment rose at current prices by £482 millions; of 
this, no less than £259 millions went into extra housing, which in 1953 was 
claiming about 43 per cent. of the gross national product. And between 
1948 and 1953 “ real ’’ investment in housing rose by about 46 per cent. It 
is not possible to make exactly the same comparison for real investment in 
manufacturing industry; but it probably rose by less than a quarter. 
Within manufacturing industry the biggest single claimants upon invest- 
ment resources have been the nationalized electricity supply industry, the 
TABLE II 
DISTRIBUTION OF INVESTMENT IN THE UNITED KINGDOM SINCE 
THE WAR 


(£ millions) 





194d 1949 1950 I95I 1952 1953 
Total Expenditure on Equip- 
ment and Building ‘- 1,350 1,495 1,631 1,812 2,021 2,294 
‘Social’ Investment .. = 421 434 452 515 647 799 
% of total... = ea 27.3 29.0 Fe 28.4 32.0 34.8 
of which 
Housing - es - 342 332 331 372 459 631 
3asic Industry "’ and Utilities 255 296 314 344 371 410 
% of total .. a ee 19.1 ™9.8 19.3 19.0 18.4 17.9 
of which 
Coal ve re “a ii 24 30 27 29 42 57 
Electricity is im ia 99 I24 1338 150 159 178 
RO. > ‘a e« 26 29 34 41 40 47 
Agriculture .. wh - 84 SI 79 86 So 79 
Transport and Communications* 206 231 239 238 232* 289* 
Distribution and Other Services* 97 I15 141 150 160* 169* 
Manufacturing Industry - 335 353 440 510 537 550 
% of total .. ya we 24.8 25.6 27.3 28.1 26.6 24.0 
of which 
Government-financed ex- 
penditure .. - e 7 8 II 3I 50 53 
Oil refining .. es - 6 15 32 34 40 34 
Iron and steel 32 42 49 55 53 64 
Building and Contracting - 20 22 23 33 43 42 
Ministry of Supply Research and 
Development .. 7 - 13 14 16 22 31 35 


*In 1952 and 1953 Road Goods Transport is included in “ Distribution and Other 
Services ’’ and not “‘ Transport and Communications ”’ as in earlier years. In 1951 
investment in this industry totalled £16 millions. 


shipping industry (buying the products of the shipbuilding industry), the iron 
and steel industry, chemicals, food and drink, the new oil refining industry set 
up since the war, and the miscellaneous “ engineering, shipbuilding and 
electrical ’’ group of industries. It is not easy to draw conclusions about the 
adequacy or otherwise of fixed investment in particular industries, owing to 
the difficulty of assessing their contributions to industrial output as a whole 
and the size and state of their existing stock of fixed capital. It can be 
questioned whether the share of the nation’s fixed investment taken by the 
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fuel industries has been and is related to real demand at genuine prices ;* 
and the share of the food and drink industries has sometimes been queried, 
though these industries certainly account for a very large slice of industrial 
output and employ a comparatively high ratio of capital to labour. What is 
more disturbing is the size of the total share of British investment in fixed 
capital that British industry, and in particular the manufacturing industry 
upon which exports essentially depend, receives under the welfare state. 

All the Blue Book estimates are of gross fixed capital formation, and thus 
include the replacement of old plant and equipment as well as net additions 
to the stock of fixed capital. Up to the present, the Central Statistical Office 
has remained unwilling to hazard any estimates of net investment, since this 
would involve the calculation of allowances for capital consumption, related 
either to replacement actually carried out or to depreciation. The Blue Book 
contains certain estimates of depreciation—amounting in 1953 to a total of 
some {680 millions for various sectors of the economy. These estimates are 
based simply upon the allowances granted by the Inland Revenue; they do 
not cover all classes of fixed capital and the Blue Book specifically warns 
readers not to attempt to use them to arrive at a figure of net investment. 





DoEs Britain LAG BEHIND ? 

The concept of an adequate measure of fixed investment, in whole 
economies as in individual industries, is equally difficult to assess. But 
where different countries are in a comparable stage of industrial maturity and 
the make-up of the economy does not radically differ, direct comparison 
between the ratio of fixed investment to total output may be useful; and 
comparisons on a still wider scale may at least be indicative of broad trends 
in the rate of comparative industrial growth. The Organization for European 
Economic Co-operation has recently brought estimates of national income for 
a range of Western economies on to a standard basis to afford comparison. 

Some of the figures published by the O.E.E.C., quoted out of context, 
have aroused a certain amount of indignation and considerable scepticism in 
Britain. The figures do require, indeed, to be considered with great caution, 
and the form of national accounts used—designed for the most part by a 
distinguished British econometrician and agreed upon by international experts 
—does produce results that are not immediately comparable with those given 
in normal British statistics of national income and investment. Table III 
sets the O.E.E.C. estimates of gross domestic capital formation (1.e. including 
investment in stocks) against gross national product at factor cost. Defence 
expenditure has also been brought into the account. 

The outstanding feature of this table is the remarkably high proportion of 
national income that appears to be devoted to gross capital formation in 
Germany in contrast with the lower figures than are usually quoted shown for 
Britain, and the surprisingly low figures for capital formation shown for the 
United States. The inclusion of defence to some extent redresses the balance 
as between Germany and the United States, particularly for the latest year 
shown, 1952. But it does not do much to improve the comparison between 
Germany and Britain. It is fair to note that an adjustment to the figures to 
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* See ‘‘ Too Much Investment in Fuel ? ”’ in last month’s issue of THE BANKER. 
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remove Government investment in equipment from the investment total (to 
accord with the O.E.E.C. standard form of accounting) has been carried out 
for Britain but not yet for Germany; but this is hardly likely to create any 
significant distortion. German “ defence expenditure ’’, moreover, consists of 
its share of occupation costs. This consists primarily of the provision of 
services for troops; defence expenditure in Britain or in the United States, of 
course, includes a much heavier call upon the heavy engineering industries, 
whose products would alternatively go into investment (or exports). This 
carries no significance in terms of saving, but it may favour Germany in the 





TABLE III 
INTERNATIONAL COMPARISONS OF NATIONAL INCOME AND INVESTMENT 
G.N.P. G.N.P. Gross 
at at Capital Defence 
Factor Market Forma- Expendi- (c)as_ (c)+ (d) 
Cost Prices tion ture % of as % 
(a) (b) (c) (d) (a) of (a) 
Belgium 1948 265.8 285.6 45.60 ai 17.2 ¥ 
(B.Fr. mn) 1952 323.5 300.5 55-2 23.3 17.1 24.3 
France a 1948 6,025 6,680 1,265 245 21.0 25.1 
(Fr. mn) 1952 11,560 13,650 2,220 1,335 19.2 30.8 
Germany... iia 1936 41,938 47,988 ,232 7 22.0 “ 
(Federal Republic) .. 1948 65,154 70,674 14,460 3,500 22.2 29.9 
(RM/DM mn) 1952 107,720 126,120 30,953 7984 28.7 35-9 
United Kingdom 1938 5,132 5,717 595 330 11.6 I8.o 
(f£ mn) 1948 10,202 11,651 1,533 734 I5.0 22.2 
1952 13,034 15,500 1,908 1,45! 14.0 24.6 
U.S.A. - 1938 76,550 85,755 9,669 1,200 12.6 I4.2 
($ mn) 1948 243,571 261,238 47,432 11,837 19.5 24.3 
1952 324,958 354,092 62,880 47,100 19.4 33.8 


Source: ‘‘ Statistics of National Product and Expenditure, 1938, 1947-52’. O.E.E.C., 
September, 1954. 

23.0 

28.3 


U.S.35.R. a 1937 223.9 15.9 
(Rubles, billions) 1948 648.8 I7.2 
Sources: Investment data, N. M. Kaplan, in ‘“‘ Soviet Economic Growth ”’, 1953; defence 
data, Bergson & Heymann, “ Soviet National Income and Product, 1940-48 *’, 1954. 


17-3 
72.0 


35-5 
III.9 


purely physical problem of providing the necessary capital goods for its 
industrial investment. It may be significant, too, to note the point made by 
the Economic Commission for Europe in its latest survey that the relative 
importance in Germany as compared with Britain and other West European 
countries of turnover taxes (levied on producers), as against indirect taxes 
(levied on consumption), means that in any straight comparison the money 
value of investment—consisting primarily of the output of the producer goods 
industries—may be slightly exaggerated in relation to that of consumption of 
goods and services. The O.E.E.C. figures suggest that personal consumption 
accounts for only 55 per cent. of gross national product in Germany, as against 
over 70 per cent. in Britain. Some such moderating factors in this com- 
parison may well exist; nevertheless, the comparison seems, in its broad 
picture at least, a valid one, if unpalatable. 
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A further comparison that introduces an entirely new order of unreliability 
has been included into Table III, in the shape of figures of national income, 
investment, and defence for Russia. Until recently, the wayward and 
deliberately misleading character of the selection of Soviet statistics that 
drift over the Iron Curtain had precluded any serious examination of that 
shrouded economy; and even now any comparisons are dangerous, having 
been derived with great skill and pains from many sources of highly variable 
quality. Even so, the full-time study of the Soviet economy, in quantitative 
terms, may be said to have become a minor American economic industry in 
the years since the war, producing a considerable output of highly-qualified 
estimates of Soviet national income, production, and resources. They differ 
sharply one from another; the estimates of Soviet capital formation shown 
in Table III, for example, are much lower than those generally quoted and 
have been subjected to a good deal of criticism on this count. These esti- 


TABLE IV 
DISTRIBUTION OF INVESTMENT IN DIFFERENT COUNTRIES, 1948 
°% of Gross Investment in 


U.K. France Belgium  U.S.S.R. 
Agriculture and Fishing - ia 4 ta 4 16 
Industry is - - - 33 46 29 49* 
of which 

Manufacturing 25 2: 19 2c 

Electric power 7 14 6 6 

Coal 2 9 3 14 
Transport and Communications... 17 21 25 II 
Housing Se ea re a 25 12 20 17 
Other Sectors .. is , 21 9 22 6 


* Includes fishing. 
mates have been used here because the economist who produced them, Mr. 
N. M. Kaplan of the Rand Corporation, has further produced estimates of 
the allocation of Soviet gross investment between different sectors of the 
economy, and these estimates may be used in conjunction with figures pub- 
lished by the E.C.E. to indicate the differing pattern of investment in fixed 
capital that obtains within certain Western countries and Russia. Mr. 
Kaplan’s original object was to compare fixed investment in the Soviet Union 
and the United States, where figures of “net ’’ investment are in fact pub- 
lished; though his comparisons of gross investment are rather less favourable 
to the Soviet Union than the estimates of some of his colleagues, he holds 
that net investment is much higher in the newly-industrialized Soviet economy 
than in the United States. 

The figures shown in Table IV are, however, of gross investment; and here 
the most striking features of Mr. Kaplan’s figures for the Soviet Union are the 
very high proportion of investment devoted to industry and (by comparison 
with Britain) the low proportion devoted to social investment. The Soviet 
Union is, however, not alone in displaying this contrast. Britain, quite clearly, 
seems since the war to have devoted considerably more of its investment 
to the welfare state and less of it to productive industry than any of the 
economies here considered—and certainly than the United States. 
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What Pattern for Money Rates ? 
If— Anomalies that Impede Flexibility 


HROUGHOUT these past three years of increasingly—but by no means 
fully—flexible money the two principal money rates that are decided in 
concert by the clearing banks have been linked in a fashion that is really 
a legacy from Daltonian times. That curious fact emerged very clearly 
from last month’s survey of the evolution of these two rate agreements and 
of what light the precedents of earlier phases of flexible money can shed 
upon the problem of the “ proper’ pattern for money rates now. The banks 
are now paying on deposit-account balances the same rate of interest as they 
charge for their cheapest (and principal) short loans to the money market, 
just as they did between 1945 and 1951 after Dr. Dalton had driven them to 
cut their minimum short loan charge to 4 per cent.—that is, to the equivalent 
of the lowest rate that they felt they could reasonably pay on time deposits. 
This equation of short money payments to short money charges has never 
before been experienced in conditions of flexible money; the traditional 
principle always was that the short money charge should show a margin 
over the London deposit rate, and during the nineteen-twenties that margin 
amounted to I per cent. or more.* The Daltonian move, it is true, merely 
produced a reversion to the relationship that had obtained during the 
pre-war cheap money phase from 1934 to 1939 (but not during the cheap 
money war). But those were years of under-employment and an inert Bank 
rate, and experience then affords no useful guide to what may be the natural 
or appropriate relationship in present conditions of full employment and 
resuscitated Bank rate. Since these two rate agreements of the clearing 
banks exert a dominant influence upon the whole system of money rates, the 
natural approach to the questions that confront the banks now is to consider, 
first, what the effects of the present relationship between the agreed rates 
have been and, secondly, why the trend towards flexibility has not so far 
produced any movement towards the traditional relationship. 


MARKET RATES AND BANK RATE 

It should be noted first that although the published deposit rate and the 
short-loan minimum have been identical ever since 1945, these rates have not 
maintained a consistent relationship to Bank rate as they used to do. From 
World War I, as last month's article showed, deposit rate was traditionally 
2 per cent. below Bank rate unless that rate itself dropped to 2 per cent., 
when the margin became I} per cent. Since the revival of Bank rate in 1951 
the traditional principle has obtained only during the eighteen months of the 
4 per cent. Bank rate. Upon each of the two increases in Bank rate, the 
deposit rate rose by } per cent. less than Bank rate rose, thus widening the 
margin to the traditional 2 per cent.; but upon the first } per cent. fall in 

° The ‘distinction between “ bill’’ money and ‘“ bond ’”’ money did not emerge until 1934. 
To ensure a fair comparison, therefore, all references in this article to the ‘‘ minimum ”’ or 
“ basic ’”’ short-loan rate since that date relate to loans secured by Treasury bills, unless other- 
wise stated. 
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Bank rate (in September, 1953) deposit rate again moved by only } per 
cent. It was only on the second reduction (last May) that the two rates 
moved in step. The present margin of 1? per cent. has therefore operated at 
three different levels of Bank rate—2}, 34 and 3 per cent.—but the fact that 
it was maintained last May certainly does not prove that the period of 
experimentation is at an end. 

As the short-loan minimum has moved similarly, and as the margin of 
deposit rate below Bank rate has narrowed only moderately from the tradi- 
tional pattern, it follows that the margin of the short-loan rate below Bank 
rate has widened very sharply. It was traditionally “1 per cent. under ’’, 


TABLE I 


MONEY RATE RELATIONSHIPS SINCE 1951* 
(Average rates for duration of each ‘‘ Bank rate ”’ period); 





Treasury : : Bank Rate Treasury Bill 
Bill Clearing - Banks over Rate over Market 
Bank Tender Deposit Bill- Bond- | Treasury Deposit Deposit Margin? 
Ratet Rate Rate Money Money | Rate Rate Rate (over 
(a) (b) (c) (d) | (a-b)  (a-c)  (b-0) d) 
2 0.513 0.5 0.5 0.75 1.49 1.5 0.013 0.017 
(Oct. 1951) | 
23 0.97 0.75 0.75 I.125 1.53 1.75 0.22 0.25 
(1951-52) 
4 2.40 2.0 2.0 2.58 | 1.60 2.0 0.40 O. 38- 
(1952-53) | 0. 48} 
34 2.10 1.75 1.75 2.125 | 1.40 1.75 0.35 0.35 
(1953-54) | 
3 1.61 1.25 ‘as 1.625 | 1.39 ae 0.36 0.36 
(1954- ) | 
1923-31* 
Averages 
4.34 3.82 2.35 3.34 = | 0.52 1.99 1.47 0.48 


* Rate relationships for the periods 1900-13, 1923-31 and 1934-51 were shown in detail in 
last month’s article. 

+ Dates of changes—to 2$%, November 7, 1951; 4%, March 12, 1952; 34%, September 17, 
1953; 3%, May 13, 1954. 

t Except for the period 1923-31, this margin (over the rates in column (d) ) is computed from 
the discount market’s tender rates, which differ slightly from the average rates for the whole of 
each week’s issue (column (b) ). The margins shown are the average for each period, except during 
the ‘4% ”’ period, when the range is shown. 

§ 23% for first day after Bank rate increase. 


but now is If per cent. under. In consequence, during these past three years 
the rates for Treasury bills (both at the tenders and in market dealings) have 
likewise fluctuated at a much wider margin below Bank rate than is tradi- 
tional. These margis have indeed been further widened by another factor. 
The principal single determinant of discount rates is, of course, the cost of 
the short money with which the bill portfolios are financed, and now that 
only a small proportion of such finance costs more than the clearing banks’ 
minimum charge, discount rates keep closer to that minimum than they 
used to do. 

Since 1951 the spread between Bank rate and the Treasury bill tender 
rate has averaged not much less than 14 per cent., or almost three times the 
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margin that obtained on the average during the years 1923-31 (and also through 
the fifteen years before World War I). The only precedents for long-sustained 
margins of this extent occurred in the years of atrophy of monetary policy from 
1945 to 1951 and in the special circumstances of the pre-war under-employment. 
If a margin of more than, say, I per cent. had ever endured for any extended 
period in former times of flexible money, it would have been regarded as 
conclusive proof of the failure of the Bank of England to exert any effective 
monetary control. 

The wide margin that has obtained in recent years is, however, directly 
traceable to the attitude of the authorities themselves when they first moved 
towards a flexible policy. When the new policy was launched in November, 
1951, it was very apparent, as THE BANKER has several times pointed out, 


TABLE II 
BANK OF ENGLAND CHARGE FOR SEVEN-DAY LOANS, COMPAREL wWITH 
CLEARING BANKS’ MINIMUM MONEY RATE 


Relationship to Bank Rate Additional 
B. of E. Banks’ Cost of 
Seven-Day Money B. of E. 
Loans Rate* Money 
(a)  () (a -b) 
[921-31 40% over 1% under 14% 
1934-39 40% over 13% under 2%, 
1939-45 4% overt 1% under 1s%T 
1945-51 4% overt 14% under 2% t 
1951-52 (23%) - én 4° under? 13% under 13% 
1952-53 (4%) = s 4% undert 2% under 14% 
1953- % 
. 53°54 (32%) } i oe At Bank rate 17% under 13% 
1954- (3 /o) 


* Clearing banks’ minimum rate for short loans; from November, 1934, the 
relevant rate is that applicable to loans secured by Treasury bills. 

t Throughout these two periods there were no borrowings by the market of 
seven-day money from the Bank of England; the margins shown are therefore 
of little practical significance. 

} For loans against Treasury bills only. 


that the monetary authorities were anxious to impose a_strong credit restraint 
upon the private sector of the economy at the minimum cost in terms of rates 
for the Government’s own borrowings. They wanted to minimize the rise in 
the Treasury bill rate. This explains why the banks’ short-loan rate lagged 
behind Bank rate, so that the spread between the two rates, already very 
wide during the phase of ultra-cheap money, then widened still further. And 
since the banks assumed that the deposit rate ought to be kept at parity with 
the short-loan rate, that margin widened likewise. At the same time, although 
rates for commercial bills had already been levered up beyond the Treasury 
bill rate, those rates rose by the full amount of the Bank rate increase. 
Similarly, although charges for bank advances were being raised during the 
summer of 1951, the banks were exhorted to raise them still further after the 
increase in Bank rate. And they made yet a third round of increases in 
advances rates after Bank rate rose to 4 per cent. in March, 1952. The rate 
for fine bank bills then rose to 3 per cent., and was held at no less than 8 per 
cent. above the Treasury bill rate for the following eighteen months. 
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One of the devices by which the authorities sought to support this artificial 
widening of the spread between the cgst of Government finance and com- 
mercial finance was the introduction of the “ Special Rate ’’ at which the 
Bank of England would make seven-day loans to the discount market on the 
security of Treasury bills. This rate, fixed at } per*cent. below Bank rate, 
made the revival of the risk of having to have recourse to the Bank for 
“penal” assistance look much less disturbing to the discount market than it 
would have done if the traditional practice had been followed. The market 
was confronted also with a return to the long-unfamiliar risks of fluctuations 
in rates, and it therefore expected, and was entitled to, a substantially wider 
“running ”’ profit margin between its current bill yields and money costs 
than the infinitesimal margins that it received during the long phase of pegged 
rates and predetermined margins. But the margin it expected was kept 
down by the concession afforded by the “ Special Rate ““—which, from the 
discount market’s point of view, was the Bank rate. For this reason, the 
spread that obtained between the official Bank rate and market rates in 
1951-53 is not properly comparable with the spread in former phases of 
flexible money. 

The comparison is indeed still distorted even now, though to a less extent. 
Although the Special Rate, apparently always intended simply as a transi- 
tional device, was withdrawn in September, 1953—when it was “ unified ”’ 
with Bank rate by the reduction of the latter by } per cent.—the Bank did 
not then return to its traditional practice for seven-day loans. Its practice 
in the past twelve months has been to grant such loans, against any approved 
collateral, at Bank rate, whereas the traditional rule was to charge $ per cent. 
over Bank rate for loans, and to apply Bank rate only to the discount of 
approved bills tendered to it by the market. In other words, from the stand- 
point of the money market (and for the determination of bill rates), “ Bank 
rate ’’ has been consistently lower than it appears to be when judged by the 
standards of the past, as is clearly shown by the first column of Table II.* 
The opposite is true, however, from the standpoint of holders of deposit 
accounts—and conceivably also for many borrowers from the banks on loans 


and overdrafts. 


y 


‘“ SMOOTHING OUT” THE PENALTY RATE 

This differenee between present and past practice of the Bank of England 
means that the “ natural’ spread between Bank rate and money market 
rates must be wider now than in former times. But, even after full allowance 
has been made for this, the present spread appears abnormally wide. It is 
being sustained by yet another difference in official policy, and one of more 
fundamental significance. Formerly, the emphasis in official operations in the 
open market was upon the mopping-up of spasmodic surpluses of credit in 
order to keep Bank rate effective (i.e. in order to prevent market rates from 
falling unduly below it). Now, despite the withdrawal of the automatic 
facilities for painless aid to the market that were continuously available from 
1939 to 1951, the authorities operate constantly and liberally to smooth out 


——$—$—$—$— ew 





* The practice of charging 4 per cent. over Bank rate for loans dated from 1906, when the 
surcharge was reduced from 1 per cent. Before that date the Bank’s practice—for discounts 
as well as loans—was much more variable than it later became. 
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day-to-day credit gluts and the great majority of shortages ; it is only rarely 
that the market is forced “‘ into”’ the Bank.* 

In consequence, the influence upon the market of the “ penalty ”’ rate, 
and of its actual borrowings at the Bank, is nowadays exerted by psychological 
rather than strictly commercial considerations. In former times, when 
borrowing at the Bank was frequent and when the amounts borrowed might 
represent a significant proportion of the market’s total borrowings, the 
resultant effect upon discount rates was almost a matter of arithmetical 
calculation—based upon the extent to which the market’s average loan costs 
were raised and upon the additional current profit margin that lenders 
expected when they feared that Bank rate itself would rise. Now, by contrast, 
not only is recourse to the Bank infrequent, but the amounts of “ penal ”’ 
borrowing are always small by comparison with total borrowings, so that the 
effects on average loan costs over, say, a twelve-month period are negligible. 

The Bank of England’s traditional sanction, given present practice, has 
none of its former terrors for the bill market as such. The market will still 
respond to it if it believes that the enforced recourse to the Bank was designed 
by the authorities to give a warning signal; and it will be particularly observant 
if the borrowing occurs two or three times within a short period. Given such 
a signal, the discount market will check any sagging tendency of rates, or will 
slightly reduce its bid for Treasury bills at the ensuing tender. But it will 
not feel itself confronted with any such threat as requires it to push discount 
rates close up to Bank rate. Even if it expects an increase in Bank rate, the 
margin will be only moderately narrowed. 


ENHANCED INFLUENCE OF CLEARING BANKS’ RATES 

This diminution in the power of Bank rate, as at present used, as a deter- 
minant of market rates necessarily means that the influence of the clearing 
banks’ short-loan minimum is much greater than in former times. The 
influence is heightened, moreover, by another consequence of the frequency of 
official aid. This has the effect of ensuring that, on the average, only a small 
proportion of “‘ outside ’’ lenders’ funds—rates for which are more flexible— 
commands more than the standard charges, and these charges are related to 
the clearing banks’ minimum. It may be questioned whether it is desirable, 
now that the authorities are again developing a positive policy of flexible 
money, for the clearing banks’ rate to be more influential than Bank rate; 
but in present conditions that seems to be the fact. Some of its implications 
for official policy will be examined in a concluding article. 

So far the banks have not sought to use this power so as to change the 
rate relationships; nor, perhaps, are they all sure how far they are free to do 
so. There is no doubt that, upon each of the two increases in Bank rate, 
the associated changes in the clearing banks’ agreed rates, if not actually 
settled by the authorities, were expected to conform to official wishes. But, 
since the first of the two reductions in Bank rate, and the more forthright 
effort of the authorities to ensure a truly flexible market, it is understood 











* The far-reaching impu.ications of these constant open market operations, and the extent to 
which present official practice could and should be modified in the interests of promoting a truly 
flexible and ‘‘ natural’? money market, will be discussed in a concluding article in this series. 
At this stage we are concerned with the existing rate relationships, and the problems they pose 
lor the commercial banking system. 
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that the banks have been left to make their own decision without even any 
prior advice from the authorities. The Bank of England, one may presume, 
would effectively veto any decision that seemed to it to be definitely unreason- 
able (and would do it with such delicacy as would enable everyone to maintain 
thereafter that there never was a veto). But, subject to this safeguard against 
an unlikely contingency, the Bank seems to have accepted the essential principle 
that a flexible market cannot be created on a foundation of dictated rates. 
The banks’ “ problem ”’ of rate relationships is, in fact, the product of this 
unaccustomed—and, to some of them, even troublesome—freedom. Soon, 
perhaps, they may contemplate using it; and then the important consideration 
for them to bear in mind 1s that this particular freedom has been restored in 
order to promote a greater freedom generally. If the existing pattern of rates 
is to be changed, the change should not be simply from one arbitrary pattern 
to another, but should tend towards a more natural relationship and, in 
particular, should widen the area for fluctuations in rates according to day-to- 
day conditions in the market. 

As this analysis has shown, the present rate relationships differ from the 
traditional pattern in two principal ways, and both these changes have been 
to the disadvantage of the banks. It can perhaps be assumed that the average 
rate secured on advances to private borrowers bears much the same relation- 
ship to Bank rate as it traditionally did. But since money market rates are 
much further below Bank rate, it follows that bills and call money—and 
especially the latter 





have become relatively much less remunerative (and bill 
finance relatively cheaper for borrowers). In principle, the banks have an 
increased inducement to try to keep their liquidity ratio down and to expand 
their advances. But, despite the much increased weight of investment 
portfolios, the liquidity ratio tends to be somewhat higher than the traditional 
ratio. The advances ratio is greatly reduced, and the continuing “ directive ” 
imposes a brake upon the search for new business. Secondly, not only is 
there no longer any margin between the deposit rate and the short-loan rate, 
but, in addition, the margin between deposit rate and advances rates has 
narrowed. Nor is it clear whether the ending of the practice of giving a more 
or less fixed rate for country deposits involves any mitigation of these adverse 
changes; during the nineteen-twenties the “‘ fixed ’’ rate of 2} per cent. for 
country deposits generally averaged as much below Bank rate as the 2 per 
cent. margin maintained by the London deposit rate. The only clear gain is 
that resulting from the abolition (in 1945) of all interest allowances on current 
account balances, which formerly were widespread. 

It should be noted, too, that nowadays an increasing proportion of 
advances business goes to borrowers who command privileged rates. What 
were formerly whole ranges of separate commercial customers now present 
themselves as nationalized industries borrowing with Treasury guarantee (or 
in the guise of the Government itself, on Treasury bills). And other advances 
business that formerly was remunerative now comes to the banks only at one 
remove—through their cheap loans to an extending list of finance or develop- 
ment corporations. 

It would not be surprising, therefore, if the banks were soon to try to 
mitigate these adverse trends by shifting the rate relationships a little closer 
to the traditional pattern. The obvious first opportunity for any such move 
would be when Bank rate next changes. The first question then will not be 
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the relationship between the short-money rate and Bank rate, but whether 
the money rate should still keep parity with deposit rate. If that parity is 
maintained, there can be no advantage to the banks from merely narrowing 
the margin between those rates and Bank rate. Since the volume of deposit- 
account balances exceeds the volume of money market assets, the extra cost 
of deposits would outweigh the additional return from short money and bills. 

No worth-while change can be made, therefore, so long as the banks hold 
to the currently popular argument that they dare not pay less on deposits 
than can be earned in the short-loan market, lest big industrial customers 
and others who are rate-conscious should withdraw their balances and employ 
them in that market or in bills. But why, 1f this is an important consideration, 
did a margin of I per cent. obtain between London deposit rate and the 
minimum call joan rate in the decade before 1931, with a much bigger margin 
even than that on floating money and bills? The proper solution to this 
problem, in any case, is to let the market decide. There is no reason why 
the standard deposit rate (which now is supposed to be also a maximum) 
should apply to all deposits, regardless of size or degree of “‘ shiftability ”’ to 
the money market. The rates should become as flexible at the margins as is 
necessary to establish a sustainable equilibrium, and the standard deposit 
rate can then be allowed to break loose from the short-loan minimum. 


MONEY RATE SHOULD BE CLOSER TO BANK RATE 

That decision is the pre-requisite of useful change. But should the creation 
of a spread between deposit rate and the money rate be achieved by reducing 
the former or by raising the latter in relation to Bank rate? To restore the 
full traditional pattern would require both these adjustments; but since the 
banks are most unlikely to be able to agree upon anything more than a 
moderate spread, in practice they would be likely to choose one or the other. 
An adjustment via the money rate would mean that, when Bank rate changes, 
the money rate would rise more or fall less than the change in Bank rate 
(with which deposit rate would keep in step). An adjustment via deposit rate 
would require that rate to rise less or fall more than Bank rate changed. But 
if Bank rate were reduced from 3 to 2} per cent., the latter alternative would 
mean that the minimum useful change in deposit rate would be from its 
present If per cent. to only 4 per cent., which would almost certainly be 
regarded as too niggardly an allowance (after all, the savings banks still 
allow 2} per cent.). This would argue for adjustment via the short-loan rate, 
e.g. by reducing the basic minimum only from 1} to 1 per cent. while reducing 
the standard deposit rate to #? per cent. (the Jevel at which it stood when 
Bank rate was last at 24 per cent.). 

If the adjustment were to be made on the occasion of a Bank rate increase, 
the short-loan method would probably then likewise make the greater appeal 
to the banks. The rjsk that the creation of a spread would !ead to with- 
drawals of deposits would probably be minimized if the standard deposit rate 
kept in step with Bank rate. For example, if Bank rate rose to 3} per cent., 
the deposit rate would rise to 1? per cent. and the basic call loan rate to, say, 
2 percent. It is probably preferable, indeed, for the adjustment to be made 
when rates are rising; and if Bank rate rose by a full 1 per cent. (which is the 
traditional “‘ step’ for increases), the way might be opened up for the creation 
of a spread of more than } per cent. at one stroke. It might then seem feasible 
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to use both methods of adjustment simultaneously; e.g. if Bank rate rose 
from 3 to 4 per cent. the banks might deem it safe to raise deposit rate by 
only # per cent., to 2 per cent. (since that was the rate fixed when Bank rate 
rose to 4 per cent. in 1952, and it would also re-establish the traditional 
relationship to Bank rate) while raising the basic short-loan minimum by 
1} per cent., to 2} per cent. These changes, however, would probably be 
regarded as too drastic for a single adjustment; and if the banks hoped to 
achieve eventually a } per cent. spread between their two basic rates, they 
would almost certainly prefer to make the change more gradually. 

From the standpoint of the efficiency of monetary policy, as distinct from 
the domestic interests of the banks, there can be little doubt that adjustment 
via the money rate (or, just conceivably, through simultaneous adjustment of 
the deposit rate as well) is likewise preferable to adjustment via deposit rate 
alone, because, as the concluding article will argue, it 1s also desirable that there 
should be some reduction of the abnormally wide margin between market 
rate and Bank rate, which an adjustment of the money rate would achieve. 
This form of adjustment, moreover, is the only one that could diminish 
simultaneously all three of the principal deviations from the traditional 
pattern—by also reducing the widened spread between money market rates 
and charges for private advances. That particular anomaly in the present 
pattern extends, indeed, even to the rates charged to privileged borrowers. 
The banks’ Treasury-guaranteed loans to nationalized industry probably have 
an average life of well under twelve months, when allowance has been made 
for periodical re-fundings through market issues (on gilt-edged terms). The 
present charge for such loans, certainly not too high a charge, is Bank rate 
(3 per cent.); yet a fifteen-month Exchequer Bond now yields less than 1? per 
cent., only a little more than a Treasury bill. It should be noted also that 
a change that narrowed the margin between short-loan rates (and therefore 
also discount rates) and Bank rate would help to allay one other fear that 
has often troubled the banks in the recent past—the fear that bill credit may 
be unduly cheap by comparison with bank advances. (Since September, 
1953, the basic rate for commercial paper has been kept close to the Treasury 
bill rate; but all commercial rates still are “‘ agreed ”’ rates, so that the margin 
is arbitrary.) 

BILL MARKET'S “ RUNNING ” MARGIN 

This particular fear directs attention to yet another aspect of the whole 
‘problem ”’ as it presents itself to the banks and market—the question of 
the “‘ proper”? running margin enjoyed by the discount market between 
current Treasury bill rates and current loan rates. If this question has to be 
decided by what is “ proper ’’, it is relevant to note that the diminution of 
both the risk and pain of borrowing at the Bank warrants a somewhat smaller 
running margin than was justifiable in former phases of flexible money (though 
naturally a substantially wider one than the derisory return to which the 
margin was squeezed when there was no such risk or pain). An offsetting 
consideration here, however, is that under the conditions of Treasury finance 
that have developed since 1939 it is necessary for the market to carry a much 
larger bill portfolio in relation to its capital resources than it ever did in 
former times, even though the capital has since been substantially increased. 
In the circumstances, if past experience is a valid criterion, the margins that 
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have obtained since I95I cannot be regarded as unreasonable. As will be 
seen from the final column of Table I, even after the widening that occurred 
after the second rise in Bank rate, the margins have still been appreciably 
narrower than in the last phase of flexible money. 

This, however, is not a question that needs to be, or ought to be, deliberatelv 
decided; 1t can and should be settled by the play of forces in the market. 
The question as such could never have arisen but for the rigidity of the banks’ 
short-loan practice and the further rigidities that were built upon it during 
the phase of ultra-cheap money when the banks fixed their rates for re- 
purchases of bills from the market. Those particular rate agreements have 
now been formally abandoned, though some vestiges are still to be seen in 
the banks’ bill-buying practice. It is time to wipe the slate clean of all such 
anachronisms, and the parallel process should be to restore some flexibility to 
short-loan charges. So long as the minimum also operates as a maximum 
for the great bulk of loans, there will always be undesirable distortions in the 
disposition of resources as between short loans and _ bills—distortions similar 
in kind, though not in degree, to the absurdities that arose in 1932-34. 


PRESCRIPTION FOR FLEXIBILITY 

The right course now, granted that a standard charge is justifiable for the 
basic money supply, is to move gradually towards the flexible practice of 
former times, in which only the “ fixtures ’’ and “‘ good ”’ money automatically 
commanded the ‘“‘ minimum ”’ rate. The clearing banks, as well as the outside 
banks, should reckon always to have an appreciable proportion of their total 
short-loan funds in the form of floating money the charges for which should 
be variable, below as well as above the standard rate, according to market 
conditions. There is very little risk that this would produce a smaller average 
return; an increase is much more probable. Indeed, this might be the least 
drastic way of reopening a spread between standard deposit rates and short- 
loan earnings—by making only a very small adjustment, or even none at 
all, in the rate for basic money, and leaving the floating money to produce 
most (or all) of the hoped-for spread. Such flexibility would, moreover, help 
to solve the other problems discussed above. It would harmonize with the 
principle that deposit allowances should likewise be flexible at the margin, 
and would tend to promote a due equilibrium between the costs of bill finance 
and of such bank advances as may be replaceable by bills. Needless to say, 
any revision of short-loan practice should include the abandonment of the 
present anomalous rule that loans against commercial bills cost } per cent. 
more than those against Treasury bills. The surcharge for bond money, 
however, seems unexceptionable—it is narrower than it was before the war. 
But here, too, a greater flexibility might be feasible, and would certainly 
be desirable. 

There remains one further highly relevant question of arbitrary practice 
that does not yet seem to have received any attention at all in banking circles. 
This is the question of the system of ‘‘ syndicated ”’ tenders for Treasury bills, 
and the associated agreements between the clearing banks. When these 
alrangements were developed in 1934-36, everyone recognized them to be 
arbitrary interferences with the freedom of the market, yet acknowledged 
them to be necessary expedients for the protection of the flexibility and 
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efficiency of London’s mechanism in the long run. The habit of assuming 
these arrangements to be sacrosanct because they were necessary, however 
anomalous, explains why banking circles are not questioning them now. But 
it is very doubtful whether the underlying assumptions hold good any longer. 
This, however, 1s too large a subject for proper discussion 1n this present series. 

The above suggestions for improving the relationships between rates and 
for promoting greater flexibility do not, it will be seen, depend upon any 
specific or prior changes in the practice of the monetary authorities them- 
selves, though they would naturally have secondary repercussions upon that 
practice. Nor, in those instances in which it is suggested that the changes 
should be in the direction of the traditiongl pattern, is it intended to imply 
that that pattern necessarily provides a model that ought to be reproduced. 
The argument rather is that the pattern that evolved in a free market furnishes 
pointers to where, in the present system, arbitrary practices are producing 
anomalies that would not exist in a free market, and so establishes a prima 
facie case for measures to reduce the disparities at these points. The question 
still has to be asked, however, whether the prima facie case 1s weakened or 
even destroyed by the fundamental change that has taken place in the aims 
of policy since money was truly flexible; and whether, given the different aims, 
the monetary authorities have yet sufficiently adapted their own technique to 
produce the most effective system of “‘ new ”’ flexibilitv. These fundamental 
questions, together with the question whether there could be a really 
“ natural ’’ determination of rates, will be explored in a concluding article. 





British Banks in Town and Country 
An Artist’s Sketchbook 


By Geoffrey S. Fletcher 


HILD’S Bank in Fleet Street has occupied at least a part of its present 
(site since the middle of the seventeenth century—though the present 

building dates only from 1879. The earlier building originally formed 
part of a Carmelite monastery; it then passed through many uses before 
coming into the hands of the early goldsmith-bankers. The building was 
enlarged at various times to take in surrounding houses, including the Sugar 
Loaf and the Devil Tavern, frequented by Ben Jonson. The bank adjoined 
Temple Bar, and the room over the Bar was used as a storeroom for ledgers 
before the bank was rebuilt in 1870. 

The original building was of three storeys and an attic storey with three 
long windows on the ground floor; it was described by Dickens under the 
name of Tellsons Bank in The Tale of Two Cities. On one recent royal 
occasion, aS on similar occasions for several hundred years past, the bank 
entered Britain’s Elizabethan pageantry: it regularly offers hospitality to the 
Lord Mayor of London when he waits at Temple Bar to present the Sword 
of State to the reigning monarch. 

The bank itself springs from one of the original goldsmith-bankers of the 
reign of the first Elizabeth. Sir Francis Child, it is recorded, was the first to 
give up the goldsmiths business and to devote his interests to banking. The 
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Child’s Bank, Fleet Street, London 
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, had her account here; unable to write, she simply initialled her 
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bank’s ledgers contain a wealth of history. 
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Monetary Policy in the Sterling 


Dominions 
By J. O. N. Perkins 


CANBERRA, Mid-Septembey. 


HE movement towards the greater use of monetary policy that has 

taken place in both Europe and North America during the period since 

the outbreak of the Korean war in 1950 has extended to the overseas 
sterling countries, though to varying extents and in many cases only after 
considerable delay. As is only natural, it has taken rather different forms in 
the predominantly primary-exporting countries of the overseas sterling area 
than in the United States and Western Europe, with their industrial and 
developed capital and money markets. Moreover, considerable variations are 
to be found between the different sterling countries themselves in the methods 
of monetary control employed; the policies have been generally composed of 
varying blends of the characteristically British methods of central banking 
control and the favourite American device of control by variations 1n prescribed 
reserve ratios. 

The past two years have in fact constituted a period of relative stability 
for the sterling dominions. The severe fluctuations in overseas reserves 
experienced by most of them during the period from the start of the Korean 
war boom until the end of the upsurge in imports of 1951-52 have been 
followed by conditions in which the economies of the overseas sterling area 
have been generally poised between recession and inflation—at times over- 
stepping the line in one direction or the other, more usually that of inflation. 
And in order to be able to redress either of these tendencies as they became 
apparent, the monetary authorities of these countries have endeavoured to 
re-furbish and develop their weapons of control in ways they believe to be 
suited to their particular circumstances. 

The dominions have not, however, generally followed the downward 
movements that have recently occurred in money rates in the United Kingdom. 
There are a number of reasons for this. In the first place the overseas sterling 
countries are not faced, as is the United Kingdom as an international centre, 
with the imperative need to keep their rates more or less in line with those 
prevailing overseas. Secondly, the danger of inflation is still real—at least in 
Australia and New Zealand—and it has rightly been considered that anything 
suggesting a green light for the expansionist forces in the economy would be 
inopportune. Finally, many dominions seem now to be appreciating, as yet 
only half-consciously perhaps, the advantages to a developing country of main- 
taining a relatively high interest-rate structure, making it easier for them to 
keep their own capital at home and also to attract capital from abroad. 

On the whole, however, the dominions did follow the United Kingdoms 
lead, taken in November, 1951, in reverting to control of inflation through 
the use of monetary weapons. But the extent and speed of the response 
varied greatly. Asa rough generalization the sterling dominions may be con- 
sidered to be ranged along a spectrum of varying degrees of monetary 
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orthodoxy. South Africa, closely followed by India, would be at the “ hard 
money ”’ end and Pakistan—where the process has been scarcely detectable— 
at the other. Ranged between these extremes would be New Zealand and 
Ceylon, the two most recent converts to some degree of dearer money, and 
Australia, with its high long-term rates but lower short-term rates and some- 
what heterodox method of central bank control. 

South Africa reacted to the first increases in the United Kingdom Bank 
rate In 1951-52 by raising, in March, 1952, the Reserve Bank’s discount rate 
from 33 per cent. to 4 per cent., at which it has remained ever since. The 
whole structure of interest rates in South Africa has been kept in line with 
this high discount rate, and the long-term government bond rate has been 
pegged at 43 per cent. since late 1952. This has represented a rate as high 
as anywhere in the sterling area (except, perhaps, that recently prevailing 
in Australia). 

The only significant easing of money rates in recent months has been the 
Reserve Bank’s action in reducing from ? to } per cent. the rate at which 
it will re-discount Union Treasury bills. In April the South African Finance 
Minister, Mr. Havenga, pointed out in his budget speech that the maintenance 
of the Reserve Bank’s discount rate at its present level could be an important 
stabilizing factor in the Union’s economy; and he emphasized that it was then 
in fact an effective instrument of policy, as the banks’ cash reserves had 
fallen during 1953 to their lowest proportionate level since 1932—from {80 
millions to £63 millions, or from 20 per cent. to 153 per cent. of the banks’ 
liabilities. During 1954, however, the banks have been able to improve their 
liquidity as the Reserve Bank has been making available a greatly increased 
volume of Treasury bills. 

The total credit made available by South Africa’s commercial banks 
during 1953 did indeed increase by some {11 millions—despite the fall of £26 
millions in the Union’s international reserves during the year. But Mr. 
Havenga justified this increase on the grounds of the general expansion in 
the output of both industry and agriculture; though he expressed the intention 
of continuing to keep a firm hand on the credit reins. More recently the 
Governor of the Reserve Bank, Dr. de Kock, has also reiterated his belief in 
the importance of a tight monetary policy in checking inflation—though he 
has also intimated that the authorities would in fact be willing to follow the 
market in a downward movement in rates. ; 

The Government itself has certainly set a good example in restraint. All 
the advances made to the Government by the Reserve Bank during the 
financial year 1953-54 were paid off and the Treasury bill issue at the end of 
March, 1954, was some {2 millions lower than a year earlier. On all counts— 
not excluding its attempt to develop a rudimentary call money market in the 
shape of the National Finance Corporation—South African monetary policy 
remains the most impeccably orthodox of that of any of the sterling dominions. 

India, too, quickly followed the original rise in the United Kingdom Bank 
rate, by an increase in the discount rate of its Reserve Bank from 3 to 3} per 
cent. in mid-November, 1951. The Reserve Bank did not, however, make 
any overt response to the two subsequent changes in the Bank of England's 
rate—and, just conceivably, its attitude may have reflected the criticism in 
some quarters that it was following London too slavishly. Most interest 
rates have been relatively high in India, though the rate on long-term 
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government bonds has, at just under 4 per cent., been well below that prevailing 
in either South Africa or Australia, and has been exceeded by other sterling 
countries, too, during most of the period since 1951. Exports have been at 
a low level since early 1953, but as imports have been severely curtailed 
India’s international reserves did rise during 1953, from Rs. 746 to Rs. 757 
crores. In the middle of the year, the time of maximum seasonal stringency 
in the balance of payments, the Reserve Bank again made considerable 
advances to the commercial banks on the security of usance bills, in both 
1953 and 1954. Another factor tending to maintain deposits was the high 
level of Government expenditure. Government borrowing has indeed stepped 
fully into the breach left by the decline in outlets for private borrowing. 

Australia was free from any marked economic vicissitudes in 1953, though 
since the spring of this year there have been some ominous signs that the 
external balance is again being upset by inflationary tendencies at home. 
Last year, however, export income was buoyant enough, and the fact that 
the successive relaxations in import controls did not have any appreciable 
effect until late in the year meant that deposits continued to rise. By 
March, 1954, the deposits of the major private banks had reached a new peak 
of {A 1,363 millions, and by June they were still as high as {A 1,305 millions, 
compared with {A 1,239 millions in June, 1953. 

Most of this expansion in deposits on the year is attributable to the 
banks’ finance of the surplus on the balance of payments. It has accordingly 
been necessary for the Commonwealth Bank to resort to the customary 
Australian method of freezing part of the trading banks’ higher cash reserves 
in Special Accounts. These accounts increased from a low point of fA 156 
millions in December, 1952, to £A 30r millions in June, 1953; they were 
still as high as £A 250 millions in December, 1953, and had been further 
raised, during the flush export season, to {A 333 millions in April of this year. 

A significant aspect of recent banking trends in Australia has been a con- 
siderable expansion in the banks’ investment portfolios. This stems in part 
from the high long-term bond rate that has obtained since the end of 1952— 
at around 43 per cent. with a tax rebate of 2s. in the £. Another factor that 
has induced the banks to build up their investments has been the freedom 
accorded to them—under the legislation of 1953—-to buy Government securities 
and Treasury bills without seeking the consent of the Commonwealth Bank. 
In the twelve months to last May investments rose from {A 115 millions to 
{A 136 millions, whilst holdings of Treasury bills declined from £A 129 millions 
to {A 67 millions. 

This movement has presumably led to an appreciable increase in the 
earnings of the trading banks—particularly as the rates paid by them on 
fixed deposits have not risen in step with the yield on Government bonds. 
Moreover, the maximum rate for overdrafts is still fixed (no longer by law, 
but by agreement) at 5} per cent., so that the high rate on Government bonds 
continues to appear relatively attractive to the banks. This high rate has 
been brought about by the Government’s need to raise money rather than 
through any desire to increase interest rates as part of a tighter monetary 
policy; other rates of interest in Australia are actually still below those 
prevailing in several other sterling countries. The sound policy of Govern- 
ment borrowing and the firm control over credit expansion exercised by the 
Commonwealth Bank in its first full year without the use of qualitative 
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controls are probably entitled to much of the credit for the stability displayed 
by the Australian economy during 1953. But the overriding question now is 
whether that stability can be maintained. 

The monetary authorities in New Zealand, too, have been faced with a 
wide range of problems in the past two years. Exports have remained high 
and imports severely curtailed, at least until quite recently. In order to 
prevent the increased liquidity from causing an undesirably large expansion 
of advances the New Zealand authorities made use of the power to increase 
the statutory reserve ratios. These ratios were raised twice in 1952, again 
in April, 1953, and most recently in July of this year. As a result of this 
quantitative credit control, and also of the qualitative control to which the 
Reserve Bank still adheres, the advances of the trading banks have been 
fairly stable during the past year, apart from seasonal variations. The 
raising of the Reserve Bank’s discount rate to 34 per cent. in April this year, 
from the very low figure of 13 per cent. (at which it had stood since 1941) 
was Officially described as having been complementary to control through the 
reserve ratios. Although the only occasion on which the Reserve Bank’s 
discount rate has been made effective was at the time of very high wool 
exports in 1951, the Bank has on occasions made advances to the trading 
banks against securities to relieve stringency. These advances are made at 
the rate of 3 per cent. or at the Reserve Bank’s discount rate, whichever is 
the higher; the raising of the discount rate to 34 per cent. will, therefore, make 
it more costly for the trading banks to borrow from the central bank. 

The general structure of interest rates in New Zealand is not linked to 
the Reserve Bank’s discount rate: and rates have, for the most part, been 
rather below the level prevailing in other sterling countries. The rate on 
longer-term Government securities is now at about 4 per cent. But in- 
New Zealand the level of this rate does not affect the distribution of the 
banks’ assets, since the banks are not permitted to purchase government 
securities. This is still a by-product of the traditional political aversion to 
allowing the trading banks to earn money by lending to the Government. 
In New Zealand, therefore, the banks’ policies cannot be influenced by the 
terms at which the Government borrows on the capital market. 


CEYLON—LATEST CONVERT TO ORTHODOXY 


The sterling country that delayed longest in its use of the monetary 
weapon in the post-Korean inflation was Ceylon. A policy of higher interest 
rates was announced in the budget of July, 1953, following the steady drain 
on the country’s international reserves that had taken place in the previous 
eighteen months. The discount rate of the Central Bank of Ceylon was 
cautiously raised from 2} to 3 per cent., and other interest rates rose in 
sympathy. The Treasury bill rate had already risen gradually from 1 to 24 
per cent. in the first half of the year and the yield on Government bonds had 
crept up from 3 to 4 per cent. A new Government loan was floated at 4} per 
cent. in August of last year, but primarily in response to the need to raise 
funds. And the budget deficit, which was an important contributory cause 
of the post-Korean inflation, was all but eliminated in the budget of 1953. 

These measures succeeded in leading to a considerable improvement in 
Ceylon’s balance of payments in the second half of 1953. Ceylon’s inter- 
national reserves, which fell by Rs. 348 millions in 1952 and Rs. 229 millions 

















234 THE BANKER 





in 1953, rose in the first half of 1954 by Rs. 170 millions, to Rs. 778 millions. 
Yet this was achieved without the imposition of the stringent import restric- 
tions that have been a feature of the policies of virtually every other sterling 
country reacting to similar circumstances. At the same time, the strain on 
the banks’ liquidity in the period of prolonged deficit on the balance of pay- 
ments led the central bank to take steps to ease the pressure by measures 
broadly similar to those applied by other sterling countries during the corre- 
sponding phase of their own difficulties. In particular, minimum statutory 
reserves were reduced in September, 1953. 

The improvement in Ceylon’s balance of payments has led to an alleviation 
of monetary stringency and to a marked easing in money rates. In the 
second quarter of this year the Treasury bill rate fell from just under 23 per 
cent. to just over 13 per cent., and other short money rates fell in sympathy. 
Accordingly, Bank rate was reduced on June 11 this year from 3 to 2} per cent. 

In Pakistan, the least financially developed dominion, there has been 
virtually no move towards the more positive use of monetary policy. The 
State Bank has expressed the view that, in an economy as undeveloped as 
that of Pakistan, the advantages of the disinflationary effects of higher interest 
rates are likely to be outweighed by the adverse effects on production; credit 
facilities at reasonable interest rates are held to be grossly inadequate even now. 

The improvement in Pakistan’s balance of payments during 1953 was in 
fact due largely to a strict licensing of imports, although an important factor 
was also a reduction in the spending of the Government, mainly as a result 
of the withdrawal of the policy of providing price-supports for primary 
products. The surplus achieved in the balance of payments in the first half 
of 1953, coupled with the lack of attractive domestic outlets for the banks’ 
funds, led to an unusually large rise in the banks’ liquidity in the middle of 
the year. The authorities seized their opportunity and floated two loans, in 
June, 1953. The longer-dated of the two loans matured in 1961 and gave a 
gross redemption yield of 3} per cent. This compared with 3 per cent. for 
previous similar issues, and appears to be the only step Pakistan has taken 
along the road to dearer money. 

The movement towards a greater use of monetary weapons in the sterling 
dominions has, then, corresponded fairly closely in both its extent and the 
readiness with which it has been followed to the degree of financial develop- 
ment in the various economies. This has been true both of the resort to 
higher interest rates and, in large measure, of the extent to which the variants 
of the other orthodox central banking weapons have been applied. The 
countries with the least developed money and capital markets have placed 
the greatest reliance upon statutorily imposed minimum reserves (and in 
Australia upon the Special Accounts system, which fulfils the same function). 
And, in view of the still very limited extent of the market in government 
securities in all these countries—and the violent fluctuations in interest rates 
that would therefore result from any attempt to place great reliance upon 
open market operations—it seems that such “‘ semi-orthodox ”’ weapons will 
continue to rank high in the armoury of the youthful central banks. But as 
the economies of the sterling dominions expand and become more diversified, 
and as their financial institutions develop in scope and experience, there 1s 
no reason why some form of the truly orthodox central banking weapons 
should not play an increasingly important part in all of them. 
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How Important are Large Companies ? 
By Margaret Rix 


OW big is “ big ” business in the eyes of the investor, and how important 
Here big businesses as suppliers of securities in each of the several main 

categories of securities? Do they, in fact, preponderate in any cate- 
gories, and, if so, which? It is curious that a generation that is fond of 
calculating averages has not tried to answer such questions as these by 
analysing the yearly statistics published by the Stock Exchange. Averages 
of wages, prices, productivity, and indeed of most economic phenomena, 
are commonplace—and sometimes absurd. Statisticians of the capital market 
have happily not added to the list by computing the “‘ average ’’ marketable 
security. 

The reason and need for this unusual restraint are easy to see. More than 
half the total market valuation of all securities is represented by the securities 
of the British Government and other public bodies, and nobody has yet dared 
to average the British Government with the X.Y.Z. Company, whose entire 
business may be worth a quarter of a million. No such restraint is necessary, 
however, within the field of company securities as such; statistical analysis of 
the relative size of market capitalizations can here yield useful results, and 
throw much light upon the structure of the capital market. In particular, it 
can give reasonably precise answers to the questions posed above. 

One previous enquiry of this kind, based on the less ample material then 
available, regarded a “ big ° company as one having a market capitalization 
of £5 millions or more. It computed that in April, 1950, such big companies 
—there were 376 of them—accounted for 64 per cent. of the then market 
valuation of all company securities.* Additional information published this 
year by the Stock Exchange not only simplifies the labour of such calcu- 
lations, but makes it possible to present the results in much greater detail. 
We now know for the first time, group by group, the number of companies 
having quoted securities (and not merely, as before, the number of quoted 
stocks) and the division of their quoted capital into loan, preference, ordinary 
and no par value categories. The relationship in the market between these 
several categories of company securities on the one hand, and the securities 
of public borrowers on the other hand, is brought out in Table I. 

How much of the £12,848 millions of company securities as a whole is re- 
presented by “large ’’ companies, and what proportions do the securities of such 
companies represent in each of the several Stock Exchange classifications of 
investments and in the several types of stock? For present purposes, a 
“large ’’ company is taken to be one whose quoted securities of all types had 
a total market worth of £10 millions or more at the date of the official figures, 
that is, March 31 last. It should be noted that the rise in share prices since 
then has altered the position of individual companies relative to one another, 
while quite a moderate change in quotations soon makes obsolete any size 
distribution within narrow ranges of value. It is unlikely, however, that the 








*See the Investors’ Chronicle, June 30, 1951. 
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proportion of the whole accounted for by Big Business alters materially in a 
few months, or even in a year or So. 

The results of the analysis are summarized in the big table on page 238, 
which shows separately the aggregate market worth of the loan, pre ference. 
equity and total capital of companies worth {10 millions upwards at March 
last, and the percentage that each amount represents of the corresponding 
ageregate for all companies in the group. To facilitate comparison the last 
two columns give the totals for all companies, having quotations in each 
class, without however distinguishing the types of securities. 

The general conclusion, it will be seen, is that 236 companies, barely 
one-twentieth of the businesses having stocks quoted in London, account for 
nearly 60 per cent. of the market valuation of all companies. This conclusion 
is put forward here as a fact, not a debating point. We leave it to others 
to observe that it satisfies, according to taste, the opposite opinions (a) that 
a handful of companies constitute over half the market capitalization, or 


TABLE I 
MARKET VALUATION AT MARCH 31, 1954, OF ALL SECURITIES QUOTED 
IN LONDON 


No. of Value 
Securities Public Authorities: (£ millions) 
66 U.K. Government stocks, and guaranteed debt a 16,105 
552 Other public borrowers (sterling) - a : 1,242 
324 Foreign bonds .. a ¥ re me i 268 
—-—— 942 ——— _ 17,615 
Others (4,959 companies): 
1,279 Loans and debentures .. - es - 2 850 
3,093 Preference capital - as oe 1,498 
4,498 Ordinary capital (with pi ir Vv alue) .. 9,603 
49 ie », (no par value) a a 897 
es FT —— 10,500 
aeeamaans ene 12 adi 
9.¢ SOI al 
— 30,463 





(b) that at least 40 per cent. of valuations is accounted for by organizations 
that are not particularly large. 

The facts about the exceptionally big companies are less open to such 
provocatively contrary presentations. Such companies are few and _ far 
between. At the values of last March only twenty-eight companies have 
market capitalizations of {50 millions or over (the number and relative yr 
will have changed considerably since then). One company, Royal Dutch, i 
worth a little over £400 millions, five come in the {200-305 millions range, six 
between £120 and £190 millions, and the rest between £50 and £85 millions. 
As four of these tw enty-eight giants are oil companies and nine more are 
incorporated abroad, it is fair to say that British company finance, looked at 
as a whole, is not under the dominion of colossal businesses. 

The importance of concerns worth at least {10 millions varies widely, 
of course, between different groups. Taking all types of capital, one end of 
the scale is represented by the oil group, for here the big companies make up 
94 per cent. of the total. At the other extreme are the 600-odd rubber and 
tea companies, which are worth less than {100 millions altogether and do not 
include a single really large undertaking. In the bank and insurance groups, 
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as would be expected from the nature of their business, the big units show 
the high proportion of 80 per cent. They have incongruous neighbours in the 
pattern of preponderance: the big mining companies come next, with their 
proportion of 72 per cent. of all mines. Industrials are in the middle range 
of percentages; here the large companies make up rather over half the aggregate 
market valuation. It should be noted that, apart from these differences in 
the weight of the large companies in the several groups, there are also con- 
siderable differences within each group's cluster of large companies; some 
clusters are dominated more than others by the two or three biggest companies. 

A word of warning seems desirable before presenting more detailed deduc- 
tions from the analysis. Apart from the fact that generalizations based on 
figures at one moment of time do not hold good at another, it is easy to object 
in principle to any analysis based on the simple addition of market valuations. 
These valuations naturally embrace only such issues as happen to be dealt in 
on the London Stock Exchange; vet some of the companies concerned have, 
in addition to their London-quoted securities, large issues that are not quoted 
in London. Against this, the valuations include overseas companies whose 
shares, while entering in their entirety into the London totals, have an inter- 
national market. There is, too, inevitably some double-counting, caused by 
inter-company holdings. It is important, therefore, not to read too much 
either into the main results already discussed, or into the comment that 
follows on some points of detail. 

Turning now to the separate groups in the main table, the financial classes 
are, in one sense, the most democratic: they do not contain giant combines 
comparable in size with the leading industrials. Among banks, the largest 
individual capitalization is £52 millions. This is the market worth of the 
Midland Bank*; Barclays, followed by Lloyds Bank, runs it close. The Big 
Five between them are valued at {212 millions. This is only 31 per cent. of 
the group total, and although the exclusion of overseas banks would pull the 
proportion up, such a result is not an alarming display of the power of High 
Finance. In stock market values, the five giants of the banking world cannot 
together match any of the mammoths of the world of industrials. 

A more varied appearance is presented by insurance companies. The 
largest is Royal Insurance, at £73 millions, followed by the Prudential at 
£54 millions, and Commercial Union £43 millions. These three offices make 
up about a third of the group total, or 43 per cent. of the over-f£10-millions 
companies. The next largest, moreover, is some way down the list. 

If investment trusts were shown not as separate companies but in their 
several management groups, some very large units would be seen. But, as 
it is, this category reveals only a few individual investment companies worth 
{10 millions or more, the leader being the Alliance Trust, with £18 millions. 
Trusts are characterized by many units of moderate size, the very large and 
the very small both being inconspicuous. Although we studiously refrain 
from naming the figure, it is less misleading to speak of an “ average’ trust 
than of any other type of company. The financial trust, land and property 
group, as its full title implies, is a hotch-potch of types, and contains no unit 
that is very big by industrial standards. Hudsons Bay and the British 





* The largest overseas bank (Royal Bank of Canada) had, at March 1954 prices, the same 
market valuation as the Midland. 

















238 Wee xs) THE BANKER 


South Africa Company account between them for £54 millions, but, after 
these, there is nothing exceeding £17 millions. 

The omnibus commercial-industrial group, though housing a number of 
huge companies, can fairly be regarded—along with plantations—as _ the 
ancestral home of the small business. The companies of {10 millions upwards 
here account for only 54} per cent. On the other hand, the ratios shown by 





TABLE I] 
LARGE COMPANIES, WORTH f1o MILLIONS UPWARDS 
Market Valuation at March 31, 1954, and as °%, (italic figures) of corresponding 


group totals 




















ALL QUOTED 
LARGE COMPANIES COMPANIES 
(including no par value shares) Total 
No. Valuation in {mns. No. Valuation 
Loan Pref. Ord. Total in {mns, 
Financial, etc: 
Banks and discount 20 | 32.4 510.5 | 549.2 63 686.6 
32 'I00 SO SO 
Insurance .. me - 10 O.4 0.3 388.7 395.4 40 494.3 
35 484 71% So3 | So 
Investment trusts .. a 6 | 21.9 6.9 52.2 | 81.0 258 590.4 
24 | 16 6 153 | 133 
Financed, Land, etc. 4 7 | 4.8 4.0 107.5 | 116.3 288 305.0 
| ) j 
24 | 8 84 4Is 2 
Industrial!s: | | 
Commercial, Industrial ..J 95 |120 7 420.0 2,700.5 | 3,247.2 2,592 5,955-5 
+ | 50 453 564 544 
breweries, etc. “ a Se 3:7 23.5 234.4 291.9 222 581.0 
5 35 25 60 50 
Iron, coal and steel 4 10 | 20.1 18.3 168.8 | 207.2 140 409.0 
7 69 fI4 50 | 503 
Shipping... - “3 6 | 48 sw. 85.1 100.1 55 181.7 
II 99 40 56 55 
Commodities: | 
Me 6s iia ne ia 8 | 24.3 45.2 1,043.1 1,112.6 34 1,180. 3 
] | =@] = 
232 | 793 06 95 O4 
S.A. mines (excluding | 
diamonds) - a 20 | 18.8 5-5 522.4 | 5460.7 134 787.2 
19} | 653 50} 70 | 693 
All other mines _... a 1: | rs 30.0 443.3 475.3 203 635.4 
7 | 19 = 93 7430) 75 
Rubber and tea .. a ae _ an | o— 606 93.7 
| | 
Others: | | 
Railways 5 S1.5 18.4 184.2 | 284.1 76 399.2 
64 | 64 29 S9 | 71 
| | 
Utilities, ete. 8 | 13.4 8.5 226.1 | 248.0 182 487.7 
43 | 253 15 59 | 5 
(| we ..| 236 (378.3 603.1 6,673.6 | 7,655.0 [4,959 12,847.6 
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large companies in the subdivision for prior charges alone understate their 
importance in the commercial-industrial category—and likewise in breweries 
—since they exclude separately-quoted subsidiaries. 

On the face of it, the three largest British companies in the commercial- 
industrial division are [.C.I., Woolworth, and Imperial Tobacco, worth £237, 
f216 and £188 millions respectively in March. Technically, Unilever Ltd. 
comes next at {160 millions, but if the prior charges of quoted subsidiaries 
(say £15-20 millions) and Unilever N.V. were added, this combine would find 
itself in the first place, nor the fourth. The next largest are British American 
Tobacco, Marks & Spencer, Courtaulds, Great Universal Stores, and Dunlop. 
Close on the Dunlop heels come British Motor Corporation, Coats, Guest Keen 
& Nettlefolds, and Turner & Newall, although, at March prices, these do not 
make the £50-millions grade. 

The breweries and distilleries classification of the Stock Exchange contains 
the great Distillers Company, worth £120 millions—and {10 millions more if 
the quoted prior charges of subsidiaries are added. If this company were 
instead in the commercial-industrial category, it would rank close to British 
American Tobacco. Breweries proper show a great assortment of sizes, none 
of them outstanding. Arthur Guinness, at £40 millions, is the largest by a 
comfortable margin, followed at a distance by Bass, Ind Coope, Watney and 
Whitbread, each in the £18-20 million range. 

Heavy industry does not mean heavy money, and there is no leviathan 
in the iron, coal and steel class, nor is the proportion (one-half) represented 
by large companies particularly high. This result is not fully explained by 
the poor progress in steel denationalization, nor by the traditionally low 
rating of the heavy trades in the stock markets. The leading company is 
Vickers, whose £45 millions worth is by no means striking by comparison with 
some manufacturing companies. In shipping, the big companies account for 
55 per cent., which likewise seems on the low side. Two companies, P. & O. 
and Cunard, alone represent nearly 30 per cent. of the entire group. 

In the extractive industries, the oil group contains the biggest of big 
money—a reflection of the international scope of operations. The three chief 
companies, Royal Dutch, its associate Shell, and Anglo-Iranian, are worth 
nearly {1,000 millions among them. While Shell (£305 millions) was the 
largest British company in any Stock Exchange group at March prices, its 
place has since been taken—whether temporarily or not, we cannot say—by 
Anglo-Iranian. That company, thanks mainly to the Iranian settlement, has 
been lifted to an end-August valuation of over £360 millions. 

From a statistical point of view, the least satisfactory part of this analysis 
is that of the mines group because of the importance of interlocking holdings 
there. At the same time, the development of the O.F.S. and Far West Rand 
mines has absorbed so much new money from outside that the capitalization 
of the principal finance houses themselves is less important than it was. The 
double-counting error is therefore probably much smaller now than before the 
war, for the four leading South African finance houses contained in our table 
account for only £86 millions, while large trusts and holding companies make 
up another £77 millions. Operating and developing mines are big rather 
than enormous; it is the practice of the gold industry to float new companies, 
rather than to extend the activities of existing ones. Although no South 
African gold company, operating or otherwise, exceeds the £47 millions value 
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of the Anglo-American Corporation, there are several runners-up in the 
{40-millions region—Blyvooruitzicht, West Driefontein, and Free State Geduld. 

The Stock Exchange totals for mines other than South African gold come 
to £635 millions, which is about four-fifths of the total for Kaffirs. As there 
is less double-counting here, this total (which includes a few important 
Canadian companies) may be closer in size to the South African gold industry 
than the bare figures suggest. The largest individual valuation 1s £77 millions 
for De Beers, while the six quoted Northern Rhodesian copper companies 
account collectively for a total of £193 millions. 

Finally, it may be noted that in the railways and utilities groups most of 
the undertakings now quoted in London operate overseas—so wholesale has 
been the nationalization of British companies. In these groups there are only 
three companies worth {50 millions or more, the largest being the £178 millions 
for Canadian Pacific. Yet, once upon a time, the L.M.S. Railway was one of 
the leading British concerns of any kind, with a market valuation, towards 
the end of the war, exceeding £300 millions. 

The mood left by this study of large businesses is on the whole a chastened 
one. Over half the investor’s stake in companies quoted in London rests 
with eleven or twelve score names. At the same time, there are few Great 
Moguls. When the largest company—and that a foreigner—is worth some- 
thing over £400 millions, contrasted with to-day’s valuation of upwards of 
£950 millions for the stocks of the British Electricity Authority, even Big 
Business in Britain does not look so very big. It must, though, loom much 
larger in the eyes of smaller business than it does 1n those of the stock market. 
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Central Banking Control in South Africa 
By J. S. G. Wilson 


NY serious study of the development of central banking control in the 
A pverseas dominions always has an interest extending beyond the study 

of the area to which it relates—mainly because it reflects the limited 
extent to which techniques that have been developed in mature economies can 
be adapted to economic and institutional environments that are markedly 
different. The story of the Reserve Bank of South Africa not only has this 
wider appeal to the overseas audience but is also important for more specific 
reasons. South Africa maintains a unique and complicated relationship with 
the rest of the sterling area, and its réle as the largest producer of gold in the 
world gives that relationship a special importance for the sterling area’s 
central reserves of gold and foreign exchange. The arrangements with 
London have always been made betes een the onal banks; and they can be 
seen in perspective only against the background of the framework in which 
the Reserve Bank operates. 

It is gratifying, therefore, to have available so authoritative a survey of 
central banking arrangements in South Africa as that recently provided by 
Dr. Gerhard de Kock.* The author, who is the son of the present Governor 
of the Reserve Bank, has had the benefit of access to a wide range of material, 
much of it previously unpublished, and of the full co-operation of the Bank’s 
officials. The result is a sound, well documented statement of the facts, 
and one that, although less critical than might perhaps be wished, does provide 
the reader with the data necessary to enable him to reach his own conclusions. 
The object of this article is to present some of this information as well as to 
comment upon Dr. de Kock’s manner of approach and conclusions. 

The study is a compromise between a straight history and an analysis of 
the Bank’s rdle in the South African economy. For this reason, the impact 
of economic fluctuations and balance of payments difficulties are surveyed in 
some detail. The method of approach is primarily chronological, but the 
discussion centres throughout on three main groups of topics: the extent of 
the Reserve Bank’s statutory powers, the Bank’s policies on gold and the 
exchange rate, and its attempts at credit management. These are the natural 
divisions into which discussion of the 16le of the Bank in the South African 
economy must fall; and they will accordingly be followed in this article. 

The Reserve Bank began operations in June, 1921, in circumstances that 
presented considerable obstacles to its early success. ‘Its establishment was 
opposed by commercial bankers, and the Bank began its life with strictly 
limited powers. It was the first central bank to be set up in the overseas 
Commonwealth, and it was very much on probation. In form, it was a 
private corporation, in which both the commercial banks and the public 
took shares; and it was managed by a Board on which Government repre- 
sentatives were in a minority. That is still the position. The Bank did not 
at first act as the Government’s banker and, indeed, did not do so until 1927. 





ay “press tad the South African Reserve Bank (1920-52). J. L. van Schaik, Pretoria, 1953. 
Pp. xxiii + 376 
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Monopoly of the note issue was granted to the Bank initially for twenty- 
five years, but this was later extended indefinitely; and it was required to 
maintain a certain minimum gold reserve. The rates at which various classes 
of bills might be discounted had to be fixed, and published from time to time. 
The commercial banks were obliged to keep reserve balances with the central 
bank and, subject to certain restrictions on the eligibility of paper that might 
be accepted, were empowered to borrow from it. But the type of paper the 
Bank was expected to discount was almost unobtainable in the Union, and 
both the limits placed on the holding of Government securities and the 
relatively undeveloped capital market made it impossible to conduct open 
market operations. 

The desirability of amendments to the Bank’s constitution therefore very 
soon became apparent. In 1923 the provisions for cover against the note 
issue were widened and more flexible arrangements were made for the com- 
mercial banks to borrow from the Bank at short-term. In addition, the 
opportunity was taken to give the Reserve Bank greater independence by 
removing representatives of the commercial banks from the Board. These 
were relatively minor changes; and it was not until 1930 that further amend- 
ments were introduced—five years after the Kemmerer-Vissering recom- 
mendations for the relaxation of limitations on the Bank’s powers. The 
amendments went somewhat further than those recommendations, but they 
still left the Bank subject to some notable restraints. 


STEPS TOWARDS CLOSER CONTROL 

More changes were made during the Second World War. The Banking 
Act of 1942 prepared the ground by requiring higher standards of behaviour 
from the banks, but a major overhaul of the constitution of the Reserve 
Bank itself was not made until 1944. Much greater freedom was then 
afforded in the selection of discounts, advances and investments, but reliance 
was still placed primarily on discount policy and open market operations; it 
is remarkable that no attempt was made to overcome the limitations of a 
relatively undeveloped market for short-term funds by empowering the 
Bank to use more direct techniques, such as the application of variable minimum 
ratios of cash or liquid assets to the deposits of the commercial banks. 

This problem of maintaining close control over the activities of the com- 
mercial banks was, however, attacked in a different way. An attempt was 
made to render the money market more sensitive to central bank influence 
and hence to restore the efficacy of orthodox techniques of control. There 
had already been one experiment in this direction in the early ‘twenties, 
when an attempt was made to encourage the growth of a market in trade bills; 
but this was even less successful in South Africa than in the United States. 
Subsequently, in 1927, Treasury bills had been issued through the Bank to 
the public as a means of absorbing surplus funds. This arrangement was, 
however, discontinued as soon as the banks began to offer time deposit 
facilities; but these in turn were abandoned in 1933. 

A more original, as well as more successful, assault upon the problem was 
made in September, 1949, when the National Finance Corporation was set up, 
with the support of the Reserve Bank, to “‘ assist in the development of an 
active money market . . . and the utilization of idle capital in the national 
economic interest’. It was hoped, in particular, that the Corporation would 
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provide adequate and regular facilities for the investment of call money, and 
would thus check the undue accumulation of idle funds at home or their 
retention abroad. Money may be placed at call with the Corporation, which 
then invests the funds in Treasury bills and other gilt-edged short or medium 
paper, as well as in a limited number of equities. The Government provides 
an adequate supply of paper for the Corporation by appropriate issues, 
correspondingly reducing its direct borrowings from the Reserve Bank. The 
liquidity of the Corporation is ensured by the fact that the Bank stands 
prepared to make funds available to it, in case of need, by discounting 
Treasury bills for it, while leaving the Corporation free to re-purchase the 
bills before maturity if it wishes. The establishment of the Corporation has 
certainly succeeded in providing the means for the regular employment in 
South Africa of such surplus cash as is available in the system; and the market 
for Government and local government securities, as well as for industrial and 
mining debentures, has been both extended and made more active. 

The Corporation has also attracted some South African capital back from 
overseas, and has thus promoted an increase in the Reserve Bank’s holdings of 
foreign exchange. Further, it has enabled the Reserve Bank to shed a number 
of its ancillary activities, so that it can confine its operations to those of a 
true lender of last resort. The commercial banks and other financial insti- 
tutions, in their turn, have found that they can work on finer cash margins, 
and thus are becoming more sensitive both to changes in general financial 
conditions and to the actions of the Reserve Bank. Presumably, too, the 
Corporation would raise its own interest rates if withdrawals became large 
and since this would inevitably tend to drive up the rates of other lenders 
competing for money, it would facilitate any changes that the Reserve Bank 
might desire to effect in the interest rate structure.* 

The second and, indeed, the main emphasis of Dr. de Kock’s survey is on 
gold and exchange policy. This follows naturally from South Africa’s réle as 
a major gold producer and from the vulnerability of its economy to inter- 
national forces—though it is odd that the country’s vested interest in gold as 
an international medium of exchange is mentioned overtly only once (p. 156), 
in connection with the gold standard controversy of the early 1930s. In its 
early years the Reserve Bank did not buy any part of the domestic gold out- 
put; it was not until January, 1925, that the Bank entered into the first of 
a series of agreements to buy gold direct from the mines. At that time also 
the Bank began to take an active part in exchange operations. 

South Africa’s relationship to gold and sterling during the inter-war years 
followed a veering course. The country had returned to the gold standard 
in May, 1925, and it continued on gold for some time after sterling was freed 
in September, 1931. Both the Government and the Reserve Bank were 
opposed to following sterling at that time. The country’s balance of pay- 
ments was strong, though the relevant question, in the words of Dr. de Kock, 
was “ not whether the Union could have maintained the gold standard or 
not, but whether the internal monetary and fiscal policies required for that 
purpose were in the best interests of the country asa whole ’’. In Dr. de Kock’s 
view, the South African pound “ should have been linked to sterling, if not 
right from the start, then at least soon afterwards’’. In fact, South Africa 





* For a full account of the Corporation's activities, see ‘‘ South Africa’s Finance Corporation ”’, 
by B. J. P. Woods, in THE BANKER for September, 1953.—Eb. 
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did not leave gold until December, 1932, and then only because the Govern- 
ment’s hand was forced by political pressure. Thereafter, the banks were 
left free to determine the level of the South African pound “ 1n accordance 
with their exchange resources ”’ 

The central bank might have been expected to give a lead to the market 
at such a juncture; apparently, however, it was not prepared to accept 
responsibility and the situation became very confused. The Reserve Bank 
withdrew from the exchange market and left operations entirely to the 
commercial banks. Only after the Government had agreed to underwrite 
any losses arising from fluctuations in exchange rates and a new agreement 
had been reached with the gold producers would the Bank re-enter the 
exchange market. Following the departure from gold—though only partially 
in consequence of it—the country’s general economic position improved 
steadily. Funds were repatriated and there was also an inflow of fresh capital. 

The outbreak of war in 1939 naturally led to closer central control of gold 
and the exchanges. Exchange control was imposed and special arrangements 
that shifted the risks of delivery on to the main buyer, the Bank of England, 
were introduced to cover the disposal of gold; gold for the Bank of England’s 
account was meanwhile earmarked at the Reserve Bank. The exchange rate 
with sterling was pegged, but the Bank maintained a much wider margin 
than was strictly necessary at a time when the balance of payments was 
favourable and overseas debt was being repatriated. 

The chief interest in South African exchange policy since the war centres 
on the relationship with the sterling area. South Africa has chosen to align 
itself as a fringe country. After the war gold was still sold to London; but 
South Africa continued to remain outside full membership of the central 
dollar pool, and reserved its night to obtain whatever portion of its current 
dollar requirements it desired by direct shipments of gold to New York and 
elsewhere. For its additional needs, however, South Africa was able to draw 
on the pool. This was clearly an unsatisfactory arrangement for the rest of 
the sterling area, and in 1947 a new agreement was drawn up with the United 
Kingdom under which the Reserve Bank undertook to settle in gold for any 
net expenditure outside the sterling area made through London. At the 
same time, it granted to the United Kingdom a special three-year gold loan 
of £80 millions, repayable in certain conditions in sterling. 

Meanwhile, an abnormal infiux of sterling capital offset South Africa's 
record deficit on current account, and the Union was troubled by the joint 
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problems of this influx of “ hot money ” and inflation. In consequence, in 
March, 1948, restrictions were imposed on sterling capital transfers. But the 
flow of sterling dried up in any event with the advent of the Malan Govern- 
ment in May of that year and there was indeed some loss of capital. The gold 
reserve requirements of the Reserve Bank were reduced, the gold loan to the 
United Kingdom was repaid in sterling, and import controls and rationing of 
non-sterling currencies were introduced. 

When sterling was devalued in September, 1949, South Africa followed 
without hesitation. This action, contrasting with the independence shown 
eighteen years earlier, was forced on the authorities by the steady deterioration 
in the Union's balance of payments after the war and by the drastic decline 
in its reserves. It was also influenced by the desire to maintain a parity that 
would attract further substantial inflows of foreign capital; and the Govern- 
ment could not risk the dangers of depression that a deflationary policy 
would have involved. After 1949, then, South Africa tended to revert to a 
closer relationship with the sterling area. In return for Britain’s willingness 
to maintain a free flow of sterling capital to the Union and continued unre- 
stricted access for South African exports to the U.K. market, the Union agreed 
to make a minimum net contribution of gold—fixed at £50 millions—to the 
central dollar pool. (One other gold matter in which South Africa figured 
prominently in public discussion at this time was the question of premium 
gold sales; but this is barely mentioned by Dr. de Kock and he has given us 
no more than the plain facts. Regrettably, there is no discussion whatever 
of South Africa’s case for such action.) 


WuHIcH Way CREDIT POLicy ? 

The third main strand of Dr. de Kock’s survey is discussion of the Reserve 
Bank’s credit policy. The Bank appears to have appreciated at an early 
stage—particularly after its largely abortive attempts to develop the use of 
the trade bill—that it would never be able to function very effectively under 
South African conditions while it attempted to rely exclusively on conven- 
tional methods of control; but the actual objectives of policy were essentially 
similar to those favoured in other countries. During the first half of the 1g20s, 
for example, the Bank worked towards the restoration of the gold standard 
at the pre-war parity. When this had been achieved in 1925, credit policy 
was directed primarily to the maintenance of that parity. The Bank made 
the traditional use of Bank rate in times of strain: and the commercial banks, 
in their own rate policies and lending practice, were on the whole prepared 
to follow the Reserve Bank's leadership. Their co-operation was encouraged 
by the Reserve Bank’s willingness to assist them by granting rediscounts 
and loans when credit was tight. But this policy of countering external strain 
by raising interest rates was challenged at the onset of the world-wide depres- 
sion in the early 1930s; the battle between the opposing schools—should the 
objective of monetary policy be stable exchange rates or. the maintenance 
of internal price levels and employment ?—was then fully joined. 

The turning point came when South Africa left the gold standard at the 
end of 1932; full advantage was taken of the new freedom to follow a policy 
of cheap money. The Treasury took the initiative in reducing rates, as the 
commercial banks were highly liquid; and the Reserve Bank merely followed 
the market, making two reductions in Bank rate during 1933. This was 
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therefore a relatively quiet phase in the history of the Reserve Bank. Never- 
theless, the authorities were not wholly inactive. The rising price of gold 
was lifting the economy out of depression, and prosperity attracted an inflow 
of capital. Surplus funds began to accumulate; these were deliberately 
absorbed by repayment of external debt, so that relative stability in local 
money rates was maintained. 

In the Second World War the Reserve Bank was faced with the familiarly 
difficult task of attempting to reduce local inflationary pressires while miin- 
taining low rates for the Government's large-scale borrowings. Th? Govern- 
ment imposed a system of economic controls to suppress inflation, aid 11cr>ased 
taxation and internal loans absorbed much of the excess liquidity. These 
measures were combined with continued redemption of external debt. No 
other positive action seems to have been taken by the Reserve Bank, and 
even after the grant of its new constitution in 1944, the Bank found its scope 
of possible action decidedly limited. 

More definite—though not sufficiently strong—monetary action was, 
however, taken in the effort to combat inflationary pressure after the war. 
In 1947, the Reserve Bank requested the banks to exercise a limited degree 
of qualitative control over credits to finance imports of consumer goods, and 
limits were later imposed on sales of forward exchange. At the end of 1948 
the application of qualitative controls was extended, but experience suggests 
that these controls were not particularly effective. The chief emphasis was 
in fact placed on external controls—the rationing of exchange and the sterner 
limitation of imports that was introduced in 1948. 

The essence of the inflationary problem was the h'gh level of liquidity in 
the banking system; but by the time the Reserve Bank abandoned cheap 
money (Bank rate was raised in October, 1949) the commercial banks were 
fully lent, and were therefore pre pared to follow the central bank’s lead. In 
addition, the firmer long-term rates in the London capital market—from which 
the Union still received considerable funds—exerted an upward pressure on 
domestic rates. Finally, as has been seen, the establishment of the National 
Finance Corporation permitted closer contact between the Reserve Bank and 
the commercial banks. This was in fact the most positive step to be taken 
towards more effective control. 

The explanation sometimes put forward for the relative inactivity of the 
South African authorities in the face of inflation is that most of that inflation 
was imported. Yet it seems inconceivable that the possibilities of earlier 
action of a quantitative character should have been ignored. Dr. de Kock 
himself admits that the expansion of “ bank credit definitely tended to 
aggravate both the internal problem of inflationary pressure and the external 
one of a deficit in the balance of payments ’’, and he appreciates the need for 
stronger quantitative action if the Bank is to exercise any really effective 
influence in the future. Moral suasion is unlikely to be sufficient. It is 
indeed regrettable that this aspect of his argument has not received more 
emphasis. On the whole, Dr. de Kock appears to think that the Reserve 
Bank has played a more important part in the control of credit conditions in 
South Africa than most of its critics would concede. It would be uncharitable 
not to add, however, that the main responsibility for inadequate action rests 
not with the Bank but with governments, which have consistently failed to 


arm it with adequate powers. 
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Housing Repairs and Rents 
By T. J. Sophian 


HE Housing Repairs and Rents Act, 1954, which came into operation 
[oo August 30 last, marks the first real attempt to tackle the neglected 
problem of the decay of existing housing. Previous efforts to relieve the 
housing shortage had been almost exclusively concentrated upon repair of 
war damage and upon new building and ignored the fact that the existing 
stock of older housing was seriously running down through dilapidation and 
inadequate maintenance—a rate of decay caused principally by the pressure 
put upon landlords by the Rent Restrictions Acts in arbitrarily holding rents 
at uneconomic levels. The new Act does not make a frontal assault upon the 
system of rent restriction; but it does achieve a first breach in it by permitting 
carefully regulated increases in rents by landlords who comply with given 
standards of maintenance of their properties; and it also revises the system 
in several other ways. 
The new policy, following the proposals set out by the Government last 
autumn in its White Paper, “‘ Houses—The Next Step ’’ (Cmd. 8996),* makes 
a threefold attack: 


(1) It recognizes that the problem of seriously dilapidated houses requires 
an acceleration of clearance and redevelopment of slum areas. Section 1 of the 
Act requires local authorities to submit, within twelve months, proposals 
for dealing with such properties, and thereafter to “‘ have regard ’”’ to the 
proposals as approved or modified by the Minister. 

(2) It equally recognizes that, however rapid the rate of redevelopment and of 
other new building, many dilapidated houses will have to be used for years to 
come. The Act accordingly conveys new powers and Exchequer assistance 
for the repair of such retained houses, including power to purchase houses 
in lieu of making a demolition order and some liberalization (conveyed by 
Section 16) of the conditions governing improvement grants where the 
repairs are undertaken by a private owner. 

(3) For the better maintenance of other privately owned houses available for 
letting, it relies on the new provisions for rent increases. 


The main purpose of this article is to examine these last provisions—that is, 
to show the effect of the Act upon landlord and tenant. First, however, it is 
desirable to note briefly the salient conditions governing the retention and 
repair of dilapidated housing. 


REPAIR OF UNFiIt HousES—AND EXCHEQUER CONTRIBUTIONS 

These provisions for retention, contained in Part I of the Act, apply to 
houses within a declared clearance area that are capable of repair so as to 
bring them, for the time being, up to a new sub-standard of fitness. Although 
the Act redefines the conditions that render a house unfit for human habitation, 
it does not prescribe any specific test of the standard required to justify reprieve 
from demolition. Its effect is to confer practically an overriding discretion on 
the housing authority, which is simply required to satisfy itself that the 





* Discussed in THE BANKER last December; see “ Liberalising the Tories’’, pp. 332-33.—Eb 
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particular house is or can be rendered “ capable of providing accommodation 
of a standard which is adequate for the time being ’’. The housing authority is 
empowered to postpone demolition of such houses, to expend money in repairing 
them, and to buy them from private owners. 

The authorities will then rank for Exchequer contributions as defined in 
ae 7. For each house purchased by the authority, the contribution will 

ye (I) an annual payment, for the period in which the house is used for approved 
“th equal to half the referable loan charges (actually, half the annual sum 
which, in the opinion of the Minister, would fall to be provided by the authority 
over a period of 60 years for the payment of interest and capital instalments on 
borrowed money equal to the cost of the purchase) plus (2) £3 per annum 
per house (or, if the house consisted of more than one separate dwelling, £3 
per annum for each dwelling) for fifteen years. For retained and repaired 
houses that were already owned by the authority, only the second of these two 
payments will be made by the Exchequer. In either case the local authority 
is required to contribute in respect of the retained house an equal sum from the 
general rate fund, though the Minister has a discretionary power to order a 
reduction. 

EXCLUSIONS FROM RENT RESTRICTION 

Part II of the Act, which contains the provisions for “‘ repairs increases ”’ 
in rents, also makes a number of quite significant general amendments of the 
Rent Restrictions Acts. The most notable of these armendments entirely 
exclude from the operation of the Rent Acts all houses converted or erected 
(without grant) after the commencement of the Act, and all lettings by local 
authorities, deve lopment corporations, housing associations and trusts. Other 
amendments authorize the charging of premiums on assignments of tenancies 
for terms of upwards of 21 years; permit increases of rent of properties having 
a standard rent based on September I, 1939, or earlier, on account of increases 
in the cost of services provided by the landlord under the tenancy agreement; 
and provide for the protection of sub-tenants of parts of houses that them- 
selves are uncontrolled. 


PREVIOUS POWERS FOR RENT INCREASES 


For most landlords and tenants of controlled properties the most significant 
part of the Act, of course, consists in the provisions for the “‘ repairs increase ” 
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in rents. To explain these it is desirable to recall first the salient provisions that 
previously governed any increases of rent of controlled houses. A cardinal 
principle of the previous Rent Acts was that a rent payable under a current 
tenancy that had not yet expired or been terminated could not be increased. 
Before any permitted increase could become operative, it was necessary to wait 
till the tenancy had come to an end, and then the tenant had first to be served 
with proper notice showing how and why the rent was increased, with all 
appropriate details. On the grant of a tenancy to a new tenant the rent could 
not be increased beyond the proper amount payable by the previous tenant, 
unless such a notice had been served; though service at the very commence- 
ment of the tenancy would be effective for this purpose. 

Subject to these conditions, increases of the standard rent could be charged 
to both sitting and new tenants as follows: (1) to the extent of 15 per cent. 
of the net rent in the case of “ old-control “—1.e. pre-1939 Act—houses; 
(2) to the extent of any increase in the amount payable by the landlord for 
rates, whether because of rate increases as such or of increases in the rating 
assessment; (3) where the landlord was responsible for full repairs and the 
house was an “ old-control ’’ house, to the extent of 25 per cent. of the net 
rent (or to a proportionately smaller percentage for partial repairs); and 
(4) by an annual sum equal to 8 per cent. on the amount of expenditure 
incurred by the landlord on improvements or structural alterations or on the 
provision of additional or improved fixtures or fittings. This last increase is 
chargeable in the case of both “‘ new-control’’ and “ old-control’’ houses, 
subject, however, to the condition that the expenditure should have been 
incurred, in the former case, after September 2, 1939, and, 1n the latter case, 
after July 2, 1920. 

These increases, it should be observed, are quite distinct from any that 
may arise from improvements made under the Housing Act, 1949, which 
refers to a percentage of so much of the cost of improvement as is not set off 
by an “improvement grant ’’ made under that Act. The maximum rent for 
a dwelling in respect of which an improvement grant has been made under 
that Act is in certain circumstances determined by reference to this “ per- 
centage ’’. It was previously fixed at 6 per cent., but has now been increased 
to 8 per cent. by Section 16 (8) of the new Housing Repairs and Rents Act. 


THE REPAIRS INCREASE 

These existing provisions for rent increases are not affected by the new Act; 
the important “‘ repairs increase ’’ is additional to them. Moreover, this new 
right to raise the rent, unlike the earlier rights, may be exercised by the land- 
lord even while a tenancy is still in force. Any other arrangement would, of 
course, have largely defeated the basic object of this legislation; no distinction 
could be made, in this context, between contractual and “ statutory ”’ tenants. 

As the White Paper had foreshadowed, the permitted maximum amount of 
the repairs increase in rent, if the condition of the house and the amount of 
landlord’s expenditure on repairs entitles him to it, is at the annual rate of 
twice the statutory repairs deduction, except that the resultant rent must not 
exceed twice the gross value of the property. These gross values and statutory 
deductions are basically those fixed for rating and income-tax purposes, but 
the precise scales for the new purpose are set out in the Third Schedule to the 
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Act. The method of computation of the permitted increase merits closer 
scrutiny, but it is desirable to consider first the overriding provisions relating 
to condition of the property. 

If the house is not in good repair, or if, even assuming that it is in good 
repair, it does not satisfy the standards of fitness for occupation laid down in the 
Act, the rent increase cannot in any circumstances be obtained, no matter 
how much the landlord may have expended on repairs. To be in good repair, 
the house must be not only structurally sound, but also in a good decorative 
condition. However perfect the pointing of the brickwork and the state of 
the roof and floors, the house will not be in good repair if its paper or paint 
is peeling from the walls. But regard must, of course, be had in every case to 
the age, character and locality of the house; conditions that might suffice 
in the East End of London may be found to be sadly wanting in Mayfair. 
In addition, the house must be reasonably suitable for occupation, having 
regard to conditions defined in Section 9—its stability, freedom from damp, 
natural lighting, ventilation, water supply, drainage and sanitary conveniences, 
and its facilities for storage, preparation and cooking of food and for the 
disposal of waste water. 





PAST EXPENDITURE ON REPAIRS 
If a house satisfies these requirements of being both in good repair and 
reasonably suitable for occupation, the landlord may become entitled to the 
repairs increase, but only if his past expenditure on repairs has reached, over a 
particular time, the minimum specified in the Second Schedule to the Act. 
This schedule defines two separate periods of time during which the requisite 
past work on repairs must have been carried out. The first period relates only 
to notices of a repairs increase served by the landlord within four months of the 
commencement of the Act, i.e. before December 31 next. The landlord must 
show that over a continuous three-year period within the previous four years 
he has executed repairs to an amount not less than six times the amount of 
the relevant statutory repairs allowance set out in the schedule. For example, 
if the house was outside London and had a gross value of {110, the statutory 
repairs deduction would be £22, so that, to rank for the repairs increase in 
rent of £44 p.a., the landlord would have had to have executed work of a 
value of at least 6 x {22 = £132 during the relevant three-year period. 
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HOUSING REPAIRS AND RENTS 

Notices of repairs increases served after the initial period of four months 
from the commencement of the Act will be governed by a different definition 
of repairs expenditure. The landlord must then show that over a continuous 
period of twelve months within fourteen months of the date of service he has 
executed repairs to an amount not less than three times the amount of the 
statutory repairs deduction. Hence, under the above example, to rank for 
the repairs increase of {44 p.a., the landlord would have to have executed in 
the relevant twelve months work to the value of 3 x £22 = £66. 

Moreover, in both cases the increase would be subject to the overriding 
restriction that the total rent, excluding certain defined elements explained 
below, must not exceed twice the gross value of the property, i.e. in this 
example, 2 x {110 = {220. Hence, if the rent, as defined in the Act, was 
already £200 without the repairs increase, the permitted increase would be 
only 420. 

lor the purpose of relating the rent to the overriding ceiling, there must 
be deducted from the actual rent payable by the tenant (a) any payments 
made by the landlord for rates, (6) any charge made by the landlord (under 
written agreement or as fixed by Tribunal) for furniture or services, and (c) any 
increases of rent permitted by earlier legislation on the ground of expenditure 
by the landlord on improvements in structural alterations or additional or 
improved fixtures or fittings. For example, if the rent charged was an inclusive 
rent of £300, in which £50 was included for rates, £20 for services and £30 for 
expenditure on improvements, the rent to be related to the ceiling would be 
£300 — £100 = £200. 

Assuming that a landlord is prima facie eligible for the increase, he will still 
not be entitled to exact it unless he complies with a prescribed procedure. 
He must serve the tenant with a proper notice of repairs increase, accompanied 
by two declarations in the prescribed form. He must declare, first, that the 
conditions as to good repair and fitness of the property have been fulfilled 
and, secondly, that repairs of the minimum value have been carried out during 
the relevant period, which, of course, must be specified. 

The tenant is entitled to challenge each of these declarations. Upon service 
of the notice of increase, or at any subsequent time, the tenant may apply to 
the local authority for a certificate that the premises are not in good repair 
and/or that they are not reasonably suitable for occupation. In that event 
no sum will be recoverable by way of repairs increase while the certificate is in 
operation. But the landlord can disregard the certificate, and indirectly test 
its validity, by bringing proceedings for the recovery of the increase, and, if 
in such proceedings he satisfies the court that the premises were 1n good repair 
and reasonably suitable for occupation at the time when the certificate was 
eranted, the court will annul the certificate and it will be deemed never to have 
been in force. 

The tenant can also challenge the declaration of the landlord that repairs 
of the minimum value have been executed during the relevant period. [or this 
purpose the tenant must apply to the county court within 28 days after the 
date of the service on him of the notice of increase; if, upon such application, 
the court grants a certificate that work of the minimum value has not, in fact, 
been done during the relevant period, the notice of increase will be treated as 
being void ab initio. 
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American Review 


ABOUR Day in early September traditionally marks the close of the holiday 

season, and American observers have accordingly been canvassing the imme- 

diate business prospect in fairly hopeful mood. The medium-term outlook is 
still, however, marred by the apparent absence of any decisive stimulus for capital 
or consumer demands. It was not to be expected that August itself would bring 
any marked change in the business scene and the Federal Reserve Board’s 
seasonally adjusted index of industrial output (based on 1947-49) for the fourth 
successive month showed no change at 124. 

The general assumption still is that, from this month onwards, the curve of 
output will be upward; consumer incomes are still holding up remarkably well and 
for some months now current output has been running below demand. The 
shortfall has been made good by drawing on stocks (which by the end of July 
were down to $77.5 billions, $2.7 billions -elow their level a year earlier); the 
whole of the reduction has taken place in stocks of durable goods. Once this 
process of adjusting stocks from their abnormally high levels in 1953 1s com- 
pleted—and it has already gone a considerable way—the impact of increasing 
demand will again begin to reach to production. 





INVESTMENT PROSPECT UNCERTAIN 

At present, however, the best news continues to come from the construction 
industry, which in August again notched a record level of expenditure for the 
month, at $3,600 millions. Expenditure in the first eight months of 1954 
totalled $23,700 millions, about 4 per cent. higher than the previous peak level 
of $22,g00 millions achieved in the first eight months of 1953. Private resi- 
dential building has recently again been spurred by the passage through the last 
session of Congress of still more generous terms for the finance of low-cost projects. 
So far, expenditure on private housing for 1954 is, at more than $7,000 millions, 
very nearly as great as that for the combined total of Federal, State, and local 
authority projects. There is every sign that residential work will continue at its 
present high level for some way ahead; but contracts for industrial construction 
financed with the special facilities given for defence projects are now drying up. 

It is at this point that any assessment of the business prospect must turn on 
the outcome of the Congressional elections next month. Congress has only 
recently given a most grudging assent to an increase in the authorized limit of 
Federal debt, from $275,000 millions to $281,000 millions; moreover, under 
present legislation, this authority will itself lapse on June 30 next. And it is 
impossible to predict the reaction of the next Congress to the large constructional 
projects that the Administration is believed to have scheduled for next January. 

Another cause of uncertainty over the business outlook in 1955 is the con- 
tinuing decline in present and prospective expenditures for industrial plant and 
equipment. The latest survey made by the Securities and Exchange Com- 
mission and the Department of Commerce estimates that for the whole of this 
year outlays will fall by about 6 per cent., from the peak level of $28,400 millions 
reached in 1953 to $26,700 millions. The pace of decline is, moreover, expected 
to be steepest in the final quarter of the year. 

Steel output has failed to recover as expected and until very recently production 
remained below two-thirds of rated capacity. Whilst demand is expected to 
improve in coming months, trade reports suggest that unfilled orders are by no 
means large and that there is little disposition to add to stocks. Much depends 
on the fortunes of the motor car industry through this winter; and these do 
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not appear bright with 562,000 new cars still standing in dealers’ showrooms. 

Despite the absence of any sign of a strong upturn in industrial activity, and 
despite the fact that commercial “and industrial loans for w eekly reporting banks 
show a decline of more than $2,000 millions on their levels in 1953, the Federal 
Reserve Board has permitted bill rates to harden to around I per cent. and 
generally tight conditions to prevail in the New York money market. In conse- 
quence, mid- summer cries that the banking system would be “ flooded ’’ with 
cash following the reduction in reserve requirements in June have now been 
replaced by some suggestions that the “ led ” is retreating from the easy credit 


American Economic Indicators 


1954 
1951 1952 1953 ——-——--- - -—- 
May June July Aug. 
Production and Business 
Industrial production (1947-49=100).. 120 124 134 124 124 124 [24 
Gross private investment (billion $) .. 58.6 52.5 54-4 45.0 — — 
New plant and equipment (billion $) .. 25.6 26.5 28.4 — 27.2 — — 
Construction (million $) = .. 2,574 2,004 2,904 3,066 3,069 3,084 3,112 
Business sales (billion $) ‘2 . 2 45.6 48.5 46.9 47.8 47.6 -— 
Business stocks (billion $) : . Ss Fe Sri. 1 79.4 79.0 78.4 
Merchandise exports (million $) .. 1,164 1,098 1,312 1,399 1,474 1,291 -- 
Merchandise imports (million $) a QI4 893 906 829 947 832 — 
Employment and Wages: 
Non-farm employment (million) . 2307 6a.57 §4:2" 54-3 54-5 by me 55-3 
Unemployment (‘ooos) .. ‘ — 208" tie" 1,524" 3,395 3,347 340 3,245 
Uner npl »yment as % labour force a 3.0" 2.7" 2“ 5.1 5.1 5-1 5.0 
Hourly earnings (mfg.) ($) 7 .. 1.59 1.67 Py i; 1.81 81 1.80 1.79 
Weekly earnings (mfg.) ($) 64.71 67.97 71.57 71.13 71.68 70.92 71.06 
High 6 28 
Moody commodity (1931 = 100) , | 939 403 é 136 «432 ©8427 105 
| Low 151 399 359 ; 
Farm products (1947-49=1I100).. .. 113.4 107.0 97.0 97-9 94.8 96.2 95.7 
Industrial (1947-49 = 100) ea ~» 335.9 4133.2 324,0 14.5 114.2 114.3 114.4 
Consumers’ index (1947-49= 100 _. BSCS 125.4% Thea [15.0 II5.1 115.2 - 
+7-4° 5 t-4 : 5 5 
Credit and Finance: 
Bank loans (billion $) 57-7 64.2 68.3 67.8 O7.3 GF - 
Bank investments (billion $) 74-9 77-5 78.1 78.6 79.1 80.0 — 
Bank loans (weekly) (billion $) 21.6 23.4 23.4 21.9 23.9 23:9 20.8 
Consumer credit (billion) | 21.5 he 28.9 a7.4 27.8. 2.5 
lreasury bill rate (%) .. 1.55 $.79 1.93 0.78 0.65 71 0.89 
U.S. Govt. Bonds rate (% 2.597 2.607 3.36 2.72 2:90 2.44 2.60 


Money supply (billion $) ic ea wi 8 200.4 205.8 203.6 205.3 204.9 - 
Federal cash budget (+ or -—) (mill. $) + 1,244 -1,641 -6,159 — +645 
Notes.—Latest figures are preliminary or estimated. For 1951-53 actual totals are shown for 

construction, equipment and other domestic investment. Business sales and stocks, money 

supply, bank loans and consumer credit show amounts outstanding at the end of the period. 

Moody’s spot commodity index shows high and low, 1951-53, and end-month figures this year; 

other commodities show monthly averages. Investment figures, 1953, are quarterly and at 

annual rates. Weekly bank loans are derived from partial returns only. Budget figures are 

cash totals 1951-53 and also quarterly for 1953. 

* Old basis. + Old series. 


— 


policy that it has followed since the onset of the recession in mid-1953. The 
Reserve System did indeed sell bills in the open market to an amount of about 
$1,200 millions in the six weeks or so following the end of June; but it 1s worth 
stressing also that the “‘ free ’’ reserves of member banks were maintained at high 
levels—about $700-800 millions—throughout August. The fears of a new turn 
i monetary policy have now no foundations whatsoever. The Treasury’s pre- 
occupation with stability in the bond market—where the volume of company 
and mortgage financing is still high—has again found reflection in its decision to 
confine the $4,000 millions programme of autumn borrowing to short-dated 
I? per cent. Notes. 
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International Banking Review * 


Argentina 

kf ACT-FINDING mission from the United States Export-Import Bank has 

paid a visit to Argentina to study the country’s requirements of capital 

investment. Although it has been stated that the visit was not connected 
with any specific request to the bank for financial assistance, it 1s believed that 
the bank’s activities may be connected with Argentine proposals for a dollar loan, 
of which the country is in urgent need. It may be recalled that earlier in the 
year the president of the International Bank paid a visit to Buenos Aires on the 
invitation of the Argentine Government. 

The exchange control authorities have recently speeded up the process of 
transferring import and export items from categories putting a high value on 
the peso to those putting a lower value on the currency, thus effecting a de facto 
devaluation of the currency. 

Australia 

The fall in external reserves that began in March continued through August, 
though at a slower pace than in June and July. Mr. Latham Withall, director 
of the Associated Chambers of Manufacturers, has asserted that unless import 
restrictions are tightened immediately Australia will face a “ disastrous deficit ’’ in 
its external accounts. The Prime Minister, Mr. Menzies, has stated that the 
Government is keeping an eye on trends in the balance of payments. It has, 
however, been officially indicated that no import cuts will be made in the licensing 
period beginning on October 1. It has also been announced that a request is 
being made to the United Kingdom to give better preferences to Australian 
exports affected by the Ottawa Agreement. 

An analysis of Australia’s balance of payments in the year to June 30, 1954, 
shows that a surplus of {A 134 millions on trading account was just offset by a 
deficit of £A 136 millions on invisible payments. However, there was a net 
inflow of capital and external reserves increased by £A Io millions. Imports from 
the United Kingdom rose by fully 54 per cent. during the year, and imports from 
other countries by 42 per cent. 

Brazil 


The death by suicide of President Vargas at the end of August, which came 
as a sequel to a political upheaval, has been followed by the reconstruction of the 
administration. Senhor Café Filho, the vice-president, has assumed the Presi- 
dency, and Senhor Guidin has replaced Dr. Aranha as Minister of Finance. The 
new president of the Bank of Brazil is Senhor Mariani, a well-known banker, 
farmer and businessman. 

The new Finance Minister has emphasized that, in view of the serious deteriora- 
tion in the internal financial situation caused by the failure of the previous 
Government to control inflationary pressures, radical reforms of the system of 
regulating foreign exchange transactions cannot be introduced immediately. 


Burma 


In presenting his budget statement for 1954-55 the Burmese Finance Minister, 
Mr. U Tin, stated that the Government expected to seek loans from the World 
Bank during the next few years. The balance of payments had been strongly 
favourable in recent years, but a deficit was expected in the near future. 








* News of United States banking appears in ‘‘ American Review ”’ (page 252). Brief editorial 
discussion of particular items of international banking news appears in ‘“‘A Banker’s Diary ” 
(pages 201-206 in this issue). 
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Canada 


It has been announced that the Government’s issue of Can. $1,100 millions of 
bonds to refund maturing debt has been heavily over-subscribed. The issue con- 
sisted of Can. $700 millions of 2 per cent. bonds maturing in 1957 and Can. $400 
millions of 3% per cent. bonds, 1979. 

Textile manufacturers are pressing the Government to extend more protection 
for the Canadian domestic market against low-cost foreign competition. There 
have also been complaints that local manufacturers are being handicapped by the 
premium on the Canadian dollar in terms of the United States dollar. 


Central African Federation 
The Federation of Khodesia and Nyasaland floated its first local loan in 
September. Ihe issue consisted of £4 millions of 4} per cent. 1970-73 local 
registered stock, and was made at par. A total of £3 millions of stock was, 
however, immediately placed privately, leaving only £1 million to be offered for 
public subscription. [he funds are to be used to finance various public works 
projects. 
The Colonial Development Corporation of the United Kingdom has agreed to 
make a loan of £1.75 millions to the Central African Airways, the Federation’s 
national airline, to finance the purchase of new aircraft. 


Ceylon 


The Minister of Finance, Mr. M. D. H. Jayawardene, has stated that the 
Government is considering handing over several industrial undertakings at present 
owned by the State to private enterprise. These include cement, plywood and 
leather works. No more public money is to be sunk in industrial undertakings. 

The Minister announced that foreign experts on taxation were coming to 
Ceylon to make a survey of the tax structure, and he hinted that this might lead 
to income tax concessions to encourage imports of machinery. 


Denmark 


The Danish Parliament was recalled in September to consider new Government 
proposals for remedying the balance of payments deficit. These include cuts in 
outlays on public works, increases in taxation, tax concessions to stimulate savings 
and wider export incentives. 

External reserves fell further in August. At the end of the month the foreign 
exchange reserves of the central bank fell short of liabilities by Kr. 80 millions. 
The bank still possessed, however, dollar balances amounting to Kr. 700 millions 
and additional credit facilities with the European Payments Union for Kr. 250 
millions. The Minister for Economic Co-ordination, Mr. H. J. O. Krag, has 
stated that imports have increased by Kr. 600 millions and exports by only Kr. 250 
millions during 1954. The upsurge in imports has resulted partly from increased 
purchases of feeding stuffs and partly from increased spending on consumer goods, 
following on wage increases and tax relief granted in the spring. 


East Africa 


The East African High Commission has made an issue of £5 millions of stock 
in the form of a 4 per cent. loan dated 1973-76 offered at par. Of the total, 
{500,000 was taken up on behalf of Colonial Government funds and a similar 
amount reserved for guaranteed subscription by residents in East Africa. The 
remaining £4 millions was offered on the London market. The proceeds of the 
issue are being used to finance improvements in railway and harbour works. 
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Egypt 
The Egyptian Finance Minister, Dr. Abdel Sherif, visited London during 
September for talks with British Ministers. It was stated that the discussions 
were in connection with “‘ major schemes ’’ of economic development in Egypt. 
The Supreme Committee for Currency and Credit, which sits under the chair- 
mansbip of the Minister of Finance, has decided to reduce from 15 to 123 per 
cent. of deposits the legal minimum of reserves that commercial banks must 
hold with the National Bank of Egypt. It is estimated that {E 5 millions will 
be released from bank reserves as a result of this adjustment, enabling the banks 
to extend more finance to cotton growers and merchants and to help finance 
development projects. 
France 


The prospect of a deterioration in France's balance of payments as a result 
of a cut in American aid has been causing uneasiness in many circles. It 1s feared 
that the ending of the war in Indo-China and the French rejection of the treaty 
for the European Defence Community may lead to a sharp contraction in dollar 
aid, thus exposing France’s payments deficit on commercial account. The time 
lag before the allocation and receipt of U.S. aid should, however, prevent any 
material diminution in the flow of dollars during the next six to nine months. 
Moreover, it is not suggested that American aid will dry up altogether. A possible 
figure of $550 millions has been mentioned for the allocation for 1955. 

A British banking group headed by Lazard Bros. has arranged the renewal of 
the revolving acceptance credit, first granted in 1947, to finance French wool 
purchases from the Commonwealth. The new credit covering the 1954- 55 season 
iS s identical in form with that for 1953- 54: tt is s for a total of £123 millions” w vith 
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provision for a further increase of £2} millions at the peak of the wool-buying 
season. 
Germany 


All restrictions on the transfer by non-residents of blocked marks at official 
rates of exchange have been abolished, with the exception of those on transfers 
to the dollar area. Hitherto free transfer of blocked marks was limited to 
balances that had accrued up to March 31 this year. The new freedom is not 
expected to lead to any marked outflow of funds. 

The Bank Deutscher Laender further reduced rates in the money market in 
the second half of August. The rate for discounting 60-90 day Treasury bills was 
cut from 2? to 2} per cent. and that on 30-59 day paper from 2} to 24 per cent. 

A double taxation convention has been negotiated with the United Kingdom 
Government. The agreement provides for the avoidance of double taxation of 
income and profits and is to take effect in the United Kingdom retrospectively 
as from April 6, 1953. 

The Government’s plan to dispose of State-owned business holdings has run 
into difficulties on account of the inability of German investors to find the money 
needed to purchase industrial plants. In many cases foreign companies have 
expressed willingness to purchase these properties, but the Government is dis- 
inclined to allow control of certain undertakings, notably those engaged in coal- 
mining, to pass to foreign interests. 

Hungary 

The United Kingdom has completed a trade arrangement with Hungary 
covering the year to August 31, 1955. The arrangement permits the re-establish- 
ment of trade as a preliminary to negotiating—before September, 1955—settle- 
ments in respect of Hungary’s liabilities for debts, nationalization, expropriation 
of British property, and claims under the peace treaty. 


Hungary has been granted transferable account facilities as a sequel to the 
resumption of trade between the two countries. 


India 


The director of the United States Foreign Operations Administration, Mr. 
Stassen, has stated that United States and foreign producers will share equally 
in the orders for 100 locomotives and 5,000 wagons for the Indian railways that 
are being placed under the American foreign aid programme. 


Indonesia 


A number of treaties between Indonesia and the Netherlands have been 
terminated following the dissolution of the union agreement between the two 
countries. These include the treaties providing for joint trade agreements and 
that providing for mutual preferential treatment in regard to tarifis and other 
trade barriers. : 

The severance of the financial link between the two countries has emphasized 
the previous weakness of Indonesia’s external payments account, and the 
Government has decided to make further drastic cuts in imports. 


Iran 


The Prime Minister, General Zahedi, has stated that Iran will soon embark 
upon a five-year development programme costing $500 millions. The programme 
is to be financed by revenues drawn from the re-established oil industry as well 
as by credits that the Government is to seek from the United States and the 
International Bank for Reconstruction and Development. An early application 
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is to be made to the U.S. Export-Import Bank for a loan for $50 millions to 
finance hydro-electric development. 


Israel 

The revised development budget for 1954-55 provides for total outlays of 
{I 196 millions, compared with the figure of {I 168 millions announced when the 
ordinary budget was presented in April and {I 145 millions allocated in the 
development budget for 1953-54. The increased expenditure now envisaged 1s to 
be met by abolishing some food subsidies and by floating a compulsory develop- 
ment loan. 

Arrangements have been completed for the establishment in the United States 
of a financial institution to aid Israeli exports. The institution is to begin 
operations with resources of $700,000, and is expected to obtain loans from 
American banks. It is then hoped to be in a position to extend foreign currency 
credits to Israeli exporters to a total value of about $3 millions. 

The Bank Leumi Le-Israel has acquired control of the Palestine Corporation, 
which holds the controlling interest in the Union Bank and a number of industrial 


undertakings. 

Japan 

The working of the Anglo-Japanese payments agreement for 1954 has been 

reviewed in talks between the two countries beld in London. The Japanese 
authorities have noted with satisfaction that there has been an improvement in 
Japan's sterling earnings since the beginning of the year, but they are disappointed 
that trade between Japan and the sterling area has still fallen below the planned 
level. In the first half of 1954 there was an excess of exports over imports of 
{1.8 millions in trade with the sterling area, compared with a deficit of some £68 
millions in the first half of 1953. 

Mexico 


The International Bank for Reconstruction and Development has made a loan 
of U.S. $61 millions to the Pacific Railroad in Mexico to pay for equipment needed 
for an extensive programme of reconstruction and modernization. The loan is 
for fifteen years and bears interest at 42 per cent., including the bank’s usual 
I per cent. commission charge. This is the fifth loan made by the bank to 
Mexico, bringing the total of its lendings to the country to $141 millions. 


Pakistan 
The United States economic aid mission led by Mr. H. J. Heinz completed a 
three-weeks’ survey of the Pakistan economy at the end of August. It was 
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expected to present its report to Mr. Harold Stassen, director of the Foreign 
Operations Administration, during September. 


Paraguay 
With the approval of the International Monetary Fund the Paraguayan 
Government has changed the par value of the guarani from 15 to 21 guaranies 
to the dollar, giving a new sterling parity of 58.50 guaranies. The structure of 
multiple rates is being retained, other quotations having been adjusted to take 
account of the alteration in the basic rate. 


South Africa 

The Minister of Economic Affairs, Mr. Louw, has stated that import control 
is likely to be “ largely a thing of the past’ by the middle of 1955. He has 
warned South African farmers that they will have to compete more freely with 
imports after next year and should therefore take steps to keep their costs from 
rising. 

Mr. A. W. Snelling, the deputy High Commissioner for the United Kingdom, 
has estimated that between 1946 and 1953 Britain’s investments in South Africa 
totalled between {£400 millions and £500 millions. Prominent in this total were 
big investments by the British Government to develop the production of uranium. 


Sweden 
To prepare the way for the full convertibility of the kroner the Government 
has taken important steps to liberalize dollar imports. The free list of imports 
from the dollar area is to be materially lengthened and many goods originating 
outside the dollar area and requiring payment in hard currency are also to be 
admitted more freely. 





Appointments and Retirements 





Barclays Bank—Hayes, Kent: Mr. W. J. W. Meekings to be manager. Hendon, West: Mr 
P. E. Griffiths, from Acton, to be manager. Kenton Park Pavade: Mr. Rk. Pinner to be manager. 
Morden: Mr. W. H. White, Managerial Relief Staff, London District, to be manager. Wimbledon, 
Hill Rd.; Mr. J. H. Graham, from Minories, to be manager. Altrincham and Bowdon, Hale and 
West Timperley: Mr. G. Aspinall, from Todmorden, to be manager. Chard: Mr. A. V. Redway, 
from Sidmouth, to be manager. Kirkby-in-Ashfield: Mr. . W. Darrington, from Alfreton Rd., 
Nottingham, to be manager. Loughborough: Mr. J. Cockerill, from Gallowtree Gate, Leicester, 
to be manager. Merthyr Tydfil and Treharris: Mr. D. C. T. Davies,-from Tonypandy and 
Tonyrefail, to be manager. Selby: Mr. D. B. Hastings, from Mansion House, York, to be 
manager. Jonypandy and Tonyrefail: Mr. J]. W. Graham, from Treharris, to be manager. 
Winsford: Mr. S. C. Worsley, from Northwich, to be manager. 

District Bank—\/anchester and Salford, Pendleton: Mr. N. Martlew, from Wigan, to be manager. 
Lloyds Bank—London— Minories: Mr. H. H. G. Raynham, from 399 Oxford St., W., to be 
manager; Peckham: Mr. D. A. Brignall, from 81 Edgware Rd., W., to be manager. J/ristol, 
Henleaze: Mr. W. H. Hodgson, from Luton, to be manager. Burton-on-Trent, Borough Rd.: 
Mr. F. J. M. Garner to be manager. Dorking: Mr. D. W. L. Fellows, from Desborough Rd., 
High Wycombe, to be manager on retirement of Mr. W. H. Boyd. Enfield: Mr. P. E. Smith, 
from Minories, to be manager on retirement of Mr. G. E. Steven. Heswall: Mr. A. Henderson, 
from Exchange, Liverpool, to be manager on retirement of Mr. W. H. Bradley. High Wycombe, 
Desborough Rd.: Mr. L. H. W. Bailey, from Tamworth, to be manager. Neath: Mr. E. O. L. 
Vaughan, from Head Office, to be manager on retirement of Mr. J. M. Williams. Spilsby: 
Mr. P. Fenton, from Louth, to be manager on retirement of Mr. N. H. Norris. 

Martins Bank—Bexley Heath: Mr. S. A. Mitchell, from Fenchurch St., to be manager. 
Birmingham, Five Ways: Mr. M. Hollway, from Nottingham, to be manager. Bournemouth: 
Mr. G. H. Ritchie, from Bexley Heath, to be manager. brighouse: Mr. E. Hinchcliffe, from 
Hull, to be manager. Halifax : Mr. F. A. A. Beresford, from Vicar Lane, Leeds, to be manager. 
Leeds, Vicay Lane: Mr. M. Mattocks, from Canning Place, Liverpool, to be manager. Liverpool 
Canning Place: Mr. F. W. Cowan, from Scotland Rd., to be manager: Scotland Rd.: Mr. N. 
Grimley, from Waterloo, to be manager; West Derby: Mr. R. Hughes, from Newport, to be 
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manager. London, South Audley St.: Mr. G. KK. Turner, from Curzon St., to be manager. Sed- 
berg: Mr. D. W. Adam, from Neston, Birkenhead, to be manager. 

Midland Bank—Betws-y-Coed: Mr. E. A. Jones, from Llanrwst, to be manager on retirement 
of Mr. J. E. Davies. Bourne: Mr. I. M. Williams to be manager on retirement of Mr. W. L, 
Morris. East Twickenham: Mr. R. C. Priest to be manager in succession to Mr. A. C. Preston, 
Edgware, Burnt Oak: Mr. A. A. Walker, from East Dulwich, to be manager in succession to the 
late Mr. L. R. Tarlton. Hayes (Middlesex): Mr. A. C. Preston, from East Twickenham, to be 
manager on retirement of Mr. W. J. Burns. Lampeter: Mr. D. B. Jenkins, from Aberystwyth, 
to be manager on retirement of Mr. D. M. Evans. Malvern: Mr. N. Pulley, from Pershore, to 
be manager on retirement of Mr. F. C. Hinton. Pershore: Mr. A. H. Jackson, from Rugby, to 
be manager in succession to Mr. N. Pulley. Upton-on-Severn: Mr. J. S. Jones to be manager 
of this branch, which was formerly under the management of the Pershore branch. 

Midland Bank Executor & Trustee Co. Ltd.—Head Office: Mr. E. L. Hammond, from Leeds, 
to be an assistant general manager. 

National Provincial Bank—S/rvomley: Mr. E. G. Whitby, from South Croydon, to be manager 
on retirement of Mr. J. A. Brackfield. South Croydon: Mr. J. F. Eaton, from Brixton, to be 
manager. Launceston: Mr. J. E. Bridge, from Tavistock, to be manager on retirement of Mr. 
J. Dingley. North Tawton: Mr. G. D. Tyrer, from South Molton, to be manager. Penzance: 
Mr. W. L. Morton, from Redruth, to be manager. Rhyl: Mr. M. Roberts, from Beaumaris, to 
be manager. Sheffield, Meersbrook: Mr. W. A. Geddes, from Mansfield, to be manager on retire- 
ment of Mr. C. H. Manterfield. TJavistock: Mr. H. B. Symons, from North Tawton, to be 
manager. Torquay: Mr. L. F. Stone, from Penzance, to be manager. West Hartlepool: Mr. 
J. H. Whitelaw, from High St., Sheffield, to be manager on retirement of Mr. H. Shepherd. 
Westminster Bank—Lozdon, 41 Lothbury: Mr. C. J. Harvey, from Sutton, Surrey and Car- 
shalton Beeches, to be an inspector of branches; Mr. N. Hilton, from College Rd., Gt. Crosby 
and Blundellsands, to be an inspector of branches. Clapham: Mr. D. W. Ramm, from Gloucester 
Rd., tobe manager. College Rd., Gt. Crosby and Blundellsands: Mr. P. E. Forshaw, from Kirkby, 
nr. Liverpool, to be manager. Cricklewood: Mr. R. C. Tilley to be manager. Gloucester Rd.: 
Mr. R. H. Webb, from South Kensington, to be manager. Hackney: Mr. C. A. Cole, from Stoke 
Newington, to be manager on retirement of Mr. W. H. Reed. Stoke Newington: Mr. K. R. 
Hedger to be manager. Sutton, Survey and Carshalton Beeches: Mr. G. H. Maslin, an inspector 
of branches, to be manager. 
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‘ Banking Statistics 
nt 7 
‘x Trend of ‘“‘ Risk” Assets 
he (Figures in italics show percentages of gross deposits) 
be Actual Change in: Advances pilus Investments 
h, (£mn.) ({mn.) Ratio 
to 
tn Oct. Nov. Dec.-July Aug. Oct. June July Aug. 
er 1I95t 1951 1951-54 1054 1951 1954 1054 1954 
Barclays: 
1s, Advances a ‘a 368.5 371.0 - 2.5 -— 3.5) 
0/ > 2 a 
o co < 2 29.3 L _ . 
er Investments .. -2 «6.314.833 4425..7 87.6 me ff 54-T 04.3 064.0 64.1 
be % 25.0 33.6 J 
[r. Lloyds: 
e: Advances - - 345-2 351.1 — 40.4 + 1.8) 
to % eae 3012 3047 L , bees 
e- Investments .. a 279.6 371.2 63.6 0.5 54-0 63.5 03.1 63.2 
be % 24.4 2.5 J 
[r. Midland: 
Advances Ke +s 993-3 997.3 ~- 317.6 + 257) 
I- % oe - 29.6 30.1 : — 
Dy Investments 329.4 433.8 + 56.0 — > 54-4 02.2 03.4 63.0 
er % a ‘ 24.9 2.8 
v, National Provincial : 
& Advances me » 260.3 268.2 - 32:9 - 1.8) 
ke of a 35.4 37.2 L eee a 
R. Investments .. a 165.9 230.9 7 42-0 sates ( FD TS Shs GA 
or % 20.2 28.8 J 
Westminster: 
- Advances a -- 248.6 249.5 - 9-9 + 3.3 
0/ 
/o o. - 31.2 31.6 = 62 h« ie. 2 
| Investments .. = 209.4 203.6 45-9 +r 90.9 Pe Se oe 
ae. 26.3 33-4 J 
District: 
Advances - es 60.1 62.6 - 3.0 1.4) 
% ns 25.6 26 .6 56.2% 66.8 66.4 64.9 
Investments .. - 71.5 91.6 6.2 O.1 _ ein nae . 
% 0.5 38.9 J 
Martins: 
Advances ‘3 si 89.0 O1.4 — 1.4 2.0 ) 
0/ 
A = 29.1 29.3 ( P ‘ — 
Investments .. ro 78.2 102.8 14.6 - 5.1f 54-0 05.7 06.2 65.5 
) of - P 25.5 33.0 J 
Eleven Clearing Banks: 
Advances “a .. 1,897.0 1,925.2 -—I01.7 5-5 ) - 
o/ 
/o - i 30.6 31.1 L aon - 
Investments .. .. 1,555-2 2,032.7 +317.9 —- 2.6f 55-7 03-5 04.6 64.1 
% s - 23.2 32.9 J 
Trend of Bank Liquidity 
1951 1952 1953 1954 
Oct.t Nov. Aug. Sept. Oct. June July Aug. Oct.§ June July Aug. 
Liquid Assets:* % % % % % % % % % % % % 
Barclays .. 40.0 32.8 37.2 37-3 34-9 33-3 34.6 35.8 35.0 32.3 33.0 33.6 
Lloyds .. 40.0 32.8 37.6 38.9 33.1 33.6 34.2 35.4 36.9 32.1 34.2 34.2 
Midland .. 40.2 32.8 36.4 36.4 35.0 37.5 38.0 39.0 38.3 34.3 34-4 34-2 
National Prov. 39.4 30.6 38.7 39-7 34-9 33-5 33-7 37:4 37-2 35-1 32-9 34-7 
Westminster 26.7 20.4 36.7 37:7 34.2 36:9 7.7 39-3 37.6 33:8 Se 2302 
District -. 38.0 30.5 38.9 38.9 36.6 34.4 35.4 35-9 35-7 30.2 32.1 30.3 
Martins .. 39.8 33.2 41.6 41.6 36.6 35.4 35-3 33-6 33.6 31.0 31.3 31.6 
All Clearing 
| Banks .. 39.0 32.0 37.4 38.0 34.4 34.6 35.5 36.8 36.6 33.0 33.2 33.4 
: | *Cash, call money and bills. + Eve of ‘‘ new” monetary policy. + After second funding. 
| § After third funding. 
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Banking Trends over Thirty Years* 
‘‘ Risk ’’ Assets 
Liquid Assets stig 
Net Invest- Combined 
Averages Deposits Actual Ratio T.D.R.s ments Advances’ Ratio 
of Months: émn. émn. % {mn. {mn. yA 
1921 1,759 680 38 as 325 833 64 
1922 1,727 658 37 ~~ 391 750 64 
1923 1,625 581 35 —~ 356 701 67 
1924 1,618 545 33 -— 341 808 69 
1925 1,610 539 32 —— 286 856 69 
1926 1,615 532 32 — 205 892 70 
1927 1,061 553 32 = 254 928 69 
1928 1,711 534 33 —- 254 948 68 
1929 1,745 508 32 -— 257 991 69 
1930 1,751 590 33 — 258 963 68 
[931 1,715 560 32 -— 301 919 69 
1932 1,748 O11 34 _ 348 344 67 
[933 1,909 605 34 ~~ 537 759 66 
1934 1,834 57 31 a= 560 753 70 
1935 1,95! 023 31 — O15 769 69 
1936 2,088 692 32 —- 614 839 68 
1930 2,160 713 32 — 643 865 68 
1937 2,225 683 30 652 954 70 
1938 2,218 672 30 — 637 976 71 
1939 2,181 648 29 — 608 9gI 71 
1940 2,419 785 31 73 666 955 65 
1941 2,863 676 23 495 894 858 59 
1942 3,159 712 22 642 1,069 797 57 
(943 3,554 723 20 1,002 1,147 747 52 
1944 4,022 788 I9 1,387 1,165 750 46 
1945 4,551 886 19 1,811 1,156 768 41 
1940 4,932 1,280 2 1,492 1,345 888 44 
1947 5,463 1,646 29 1,308 1,474 1,107 46 
1948 5,713 1,703 2 1,284 1,479 1,320 47 
1949 5,772 1,920 32 983 1,505 1,440 49 
1950 5,811 2,345 39 430 1,505 1,003 52 
1951 5,931 2,308 38 247 1,624 1,822 56 
1952 5,856 2,097 34 —- 1,983 1,838 62 
1953 6,024 2,201 35 — 2,163 1,731 62 
1951: 
Oct.t 5,981 2,423 39.1 177 1,555 1,897 55-7 
Nov.t 5,973 1,981 32.0 108 2,033 1,925 64.0 
1953: 
June 6,023 2,192 34.0 2,136 1,763 63.5 
July 6,014 2,215 35-5 - 2,140 1,730 61.9 
Aug. 6,041 2,298 30.8 2,140 1,676 61.2 
1954: 
June 6,234 2,156 33.0 2,311 1,837 63.5 
July 6,244 2,147 24.3 2,351 1,823 64.6 
Aug. 6,279 2,181 33-5 2,348 1,529 64.1 
* Ten clearing banks for 1921-35, thereafter eleven except for italicized line for 1936 
+ Bank statements immediately before and after the launching of the ‘‘new’’ monetary 
policy and the first special funding operation. 
Floating Debt 
Sept. 10, Aug. 28, Sept. 4, Sept. 11, Sept. 18, 
1953 1954 1954 1954 1954 
Ways and Means Advances: ém. £m. fm. £m. £m. 
Bank of England -- saat 
Public Departments 280.1 267.3 280.4 270.5 277.0 
Treasury Bills: 
Tender 3430.0 3260.0 3250.0 3270.0 3290.0 
Tap 1382.1 1547.0 1595.8 1611.2 1608.0 
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National Savings 


(£ millions) 





Savings | Savings 
Certi- Defence Savings | Certi- Defence Savings 
ficates Bonds Banks Total | ficates Bonds Banks Total 
(net) (net) (net) Small | (net) (net) (net) Small 
| 1952 Aug. .. — 0.9 —-IO. — 3.1 — 14.2 
| 1953 Jan. 6 
+ | Feb. 


27. 9 
<a >. 

.3- ; 20. | Mar. 
4 


5 
15.3 
1.0 + 8. 
~ @: 2 April .. 
May 
June .. 
July 
Aug. .. 
Sept. .. 
ee «2 
NOV. .. 
Dec. 
1954 Jan. 
Feb. 
mar. «. 
Apr. . 
May .. 
June .. 
July . 
Aug. .. 
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Britain’s Gold and Dollar Reserves 
(Millions of U.S. dollars) 
Net Gold and Dollar 
Surplus (+) or Deficit (— ) Financed by : 
Reserves 
With With Net American Special Change at end of 
Years and E.P.U.* Other Surplus or Aid Creditst in Period 
Quarters Areas Deficit Reserves 
1946 be ‘3 - — 908 +1123 + 220 2696 
mas lk ss —4131 +-3513 ~ 618 2079 
1948... - —1710 + 805 — 223 1856 
1949 - “- —1532 + 168 — 168 1688 
1950... 4 + Ie | -+ 805 + 8645 +1612 3300 
1951 be ¢ — 988 176 965 2335 
(iio os 6 — 730 181 489 1846 
1953 -- >» ET: + + 546 181 672 2518 
1953: 





214 + 320 2166 
II 140 201 2367 
i iia - }- + 36 119 2486 
3 er ‘ : +- 156 57 | 2 2518 
1954 - 


> 
a. 2 


B 96 . + 5 7 167 2685 


April .. ~« ™ ! ’ 9 + 135 2820 

May... ia 9 | 5¢ 6 + 165 2985 

June... .. + 15 ! y 3 a 32 3017 
+ 


——— 


332 3017 
July = » a 6 15 — 99 - 4 3013 
August.. .-. + II II — I1I2 —- . 95 2918 


* Portion of monthly deficit or surplus settled in gold (in month following each accounting 
period). 

+t Comprising $4,909 millions from U.S. and Canadian credits in 1946-50; $420 millions from 
the I.M.F. in 1947-49; and $325 millions from the South African gold loan of 1948. The annual 
service charges on the U.S. and Canadian loans paid in December of 1951, 1952 and 1953, the 
initial payment made to European countries in July in part settlement of the U.K.’s overdrai 
with the E.P.U. and the “ repurchase ”’ of sterling from the International Monetary Fund m 
August are included as debit items. 


| eer ia - 6 fe 4 18 











VES TV RES Spent, tN we ryes . . . es 





